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Preface 


he highest achievement of man is wisdom. In this volume 
seventeen powerful writers are about to share their wisdom 
with anyone who cares to study these pages. Their schol- 
arship and insights are directed toward one of the paramount 
questions of our time: What is the most moral economic system? 

We at The Foundation for Economic Education are confident 
that each reader will find several essays that put the issue into clear 
focus for him or her. Some essays are comprehensive; others elu- 
cidate one or two key points. Some essays are geared toward 
popular audiences; others are more scholarly. Some authors de- 
fend capitalism on the basis of the Judeo-Christian tradition; oth- 
ers offer a secular defense. 

One of the recurring themes in this volume is that capitalism 
is not perfect. To a man, our authors are free of utopian de- 
lusions. They are fully aware that capitalism cannot and should 
not bear the burden of bringing heaven to earth. They know that 
capitalism is no panacea; that, by itself, it is no guarantor of 
freedom or virtue or “the good society.” They also know—and 
show—that capitalism is morally as well as economically superior 
to every known alternative, such as socialism or the welfare 
state. 

It is our hope that you, the reader, will not only benefit person- 
ally from what you read herein, but that you will feel impelled to 
share your favorite essay with others—with a teacher or clergy- 
man who misunderstands capitalism; with a friend, neighbor, or 
co-worker who is interested in the vital issues of the day; and, 
most of all, with children or grandchildren in high school or col- 
lege where, sadly, many of them are being taught some of the very 
fallacies and myths which this book corrects. 
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We commend this book to truth-loving people all over the world 
who are striving to rise above the darkness of dogma and igno- 
rance and into the light of understanding and wisdom. 


Mark W. HENDRICKSON, EDITOR 
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Introduction 


ince the collapse of the Soviet Union the specter of totalitar- 

lanism and nuclear devastation has lost most of its terror. 

Communism as a political system has fallen into disrepute 
and many communist leaders now are extolling the virtues of 
democracy and the market order. The death of Soviet communism, 
however, has not removed many of the intellectual and moral 
roots from which the system has sprung. They continue to live and 
grow in many quarters. 

The roots become clearly visible when we ponder the various 
versions of communism. The Soviet communism of Lenin and 
Stalin has collapsed spectacularly, but the communism of Karl 
Marx’s Communist Manifesto is very much alive. Most people 
quickly reject the Soviet version with its many repugnant features, 
but passionately defend the Manifesto version which calls for ‘‘a 
heavy progressive or graduated income tax,” for “‘centralization of 
credit in the hands of government, by means of a federal bank with 
federal funds and an exclusive money monopoly,” “centralization 
of the means of communication and transport in the hands of 
government,” “free education for all children in public schools,” 
and other government functions. The Soviet communists have 
fallen silent, but the disciples of the Manifesto are as vocal as ever. 
They recite and reassert old Marxian arguments against the pri- 
vate-property system and at times may even add a few of their 
own. 

Despite the visible debacle of the Soviet world, these followers 
reiterate the old charges of exploitation of labor by unbridled 
capitalism, of chronic unemployment and grinding poverty. Many 
disciples, especially in the United States, seek to buttress their 
position with ethical arguments which hopefully take priority over 
all matters economic. They elevate the equality of incomes to an 


1 


2 / Introduction 





ethical postulate and then find capitalism wanting. They fall back 
to an ethical-aesthetic denunciation of the profit motive and then 
condemn capitalism. They may even find grievous fault with a 
presumed lack of cultural values and cultural achievements of 
capitalism. Paying scant attention to the Soviet experience and 
lesson, they build a bastion of concern and compassion or even 
ethical socialism which would subject all economic activity to eth- 
ical circumspection. 

It is difficult to refute or confound an ethical postulate, in par- 
ticular the supposition that all men ought to have equal incomes or 
at least enjoy similar income levels. It is a value judgment not open 
to reasoning. But we may demonstrate the costs and consequences 
of a policy that would seek to enforce income equality. And we 
may show how any attempt at equalization would conflict with 
other postulates such as individual freedom, economic well-being, 
and the preservation of social peace. 

The income equalizers obviously would deny individual free- 
dom to those individuals from whom the income would be taken 
forcibly. They would grant special coercive powers to those offi- 
cials and their agents who would seize the income and then allo- 
cate the shares to other individuals. The seizure and distribution 
inevitably would generate several sources of bitter conflict which 
by itself precludes an important ethical postulate: social harmony 
and peace. 

Income equalization tacitly assumes that national income is a 
given automatism independent of any policy government may 
conduct. In reality, national income consists of individual incomes 
which are the result of individual choice, will, and effort. They are 
affected immediately and directly by any outside force and 
influence. Individuals do react to force; and even if they should 
act like programmed robots, much of the income they are forced 
to forego is taken from individual saving and investment and 
allocated to public consumption. It is channelled from production 
for the future to enjoyment in the present. Government policies 
toward income equalization, therefore, tend to lead to future 
stagnation or even reduction of national income. In time, the poor 
members of society who were supposed to benefit from the 
equalization may actually sink deeper into poverty and despair. 
And once again, the postulate of economic equality conflicts with 


another postulate: the economic well-being of all members of 
society. 

The ethical critics of the private-property order do not tire of 
berating the profit motive and the acquisitive instinct. They rail at 
successful merchants and shopkeepers, at wealthy bankers, stock- 
brokers, and capitalists. They rave at advertising, marketing, and 
other business practices designed to inform and influence people in 
making economic decisions. Free competition, in their belief, lacks 
any rule of fairness or reasonableness and, therefore, cannot be the 
ruling principle of the economic world. It consumes and wastes 
human life in a daily struggle for economic survival. It is necessary, 
therefore, that economic affairs be subjected to a true and effective 
guiding principle: ethical postulates. 

It is moot to argue about the inner drive, impulse, and intention 
which cause a person to act in a certain way. Yet these critics of the 
profit motive are ever ready to cast doubt on the motives of busi- 
nessmen, especially entrepreneurs and capitalists, while imputing 
pure and honorable motives to legislators, regulators, and tax 
collectors. They never explain why the men and women who man- 
age the production process, be it the manufacturer of tennis shoes 
or the arranger of ragtime music, are supposed to be so different 
in drive and intention from politicians and public servants, many 
of whom have difficulties managing their own affairs. They never 
clarify why a businessman who cares for and waits on his fellow- 
men should be weighed in the balance and found wanting when 
compared with a legislator or regulator who prefers to rule over 
his fellowmen. 

Ethical censors are highly critical of what they believe to be a 
dearth of the cultural achievements of capitalism. They deplore the 
loss of the fine art of living, of education, and the refining of the 
mind, emotions, manners, and taste. Yet, wherever they can, they 
favor all forms of “modern living” and support movements of 
progressivism and intellectualism which seek salvation in new in- 
stitutions, programs, and projects. They are quick to feature the cult 
of man, his contemporary art, much of which is profane and vulgar, 
and the omnipresent state. In the free world, they favor original and 
raw behavior and freedom from social ties. Wherever these critics 
come to power, however, they ““elevate” society, the group, or the 
community to their standard of reference for social values. Placing 
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little emphasis on man, his nature, or his personality, they busy 
themselves organizing, concentrating, managing, and administer- 
ing society. Always making light of the loss of individual freedom, 
they tend to reduce man to a means toward a high-sounding end. 

Ethical statism is advancing slowly and steadily in the hearts and 
minds of many people and eroding their moral fiber. Many Amer- 
icans now rate entitlement income and security more highly than 
individual freedom, self-reliance, and personal dignity. What they 
call “freedom” is more often than not merely license, arbitrariness, 
laziness, or political favor. Choice and decision-making are shift- 
ing from the individual, the family, and the group to political 
institutions. The power of government is growing, but the sense of 
community is dying. This is clearly visible in the activities of dem- 
agogues and lobbyists who are turning politics into a fine art of 
political burglary, channeling other people’s income into the pock- 
ets of their favorite groups. All along, government is losing public 
esteem and moral authority, or worse, is becoming an object of 
contempt and corruption. 

In an unhampered private-property order, government ts not an 
almoner of gifts and grantor of favors but an instrumentality 
which protects life and property. It does not give signals of what 
shall be done and does not preside over economic production. It 
merely enforces and defends man's inalienable rights and protects 
him against wrongs of his fellowmen. Such an order is superior to 
all others. It is preferable to a command system anywhere and 
anytime even if it were less productive and were to demand a 
material sacrifice. Fortunately, it does not call for economic dis- 
interest and self-neglect: the social order which safeguards the 
standards of ethical conduct and moral judgment is also the more 
productive economic order; it releases and activates the productive 
forces inherent in individual self-assertion and creates a prosperous 
commonwealth by adapting economic policy to the nature of man 
rather than forcing man to adjust to policy. 

Ethical considerations give. essential justification to private 
property in the means of production, to market competition, and 
the profit system. They grant the capitalistic economic order an 
important place within a moral order not ruled by supply and 
demand, a place with one system of ethics for rulers and subjects 
alike—to be honest and peaceful, refraining from any action that 


would do harm to a fellow man. The capitalistic order gives rise to 
a moral system of rewards and punishment based on integrity, 
effort, talent, learning, and thrift. By lending protection to eco- 
nomic freedom it also becomes the ultimate guarantor of the non- 
economic elements of freedom such as the freedom of speech, of 
religion, the press, personal behavior, etc. 

The forces of spiritual and moral decay are besieging this sys- 
tem. They are secularizing Western culture, leaving public opinion 
largely atheistic. Since most men cannot exist in a religious vac- 
uum, they invent and cling to surrogate religions of all kinds, to 
politics and political passions, fads and cults—or they lose them- 
selves in sport and gambling, in sexuality, rowdiness, crime, drug 
addiction, and many other vices. 

“Modern man” is quick to point to the external conditions of 
human existence as fashioned by modern technology, organiza- 
tion, and social institutions. There is no precedent in the known 
course of human history for a world population explosion and the 
growth of great cities we are witnessing today. There is no prece- 
dent for a single civilization reaching into all corners of the world 
and overshadowing all others as our Western civilization. And 
never before has technology affected the lives and concerns of 
people everywhere. All these radical changes are cited to justify the 
wanton insolence of an atheistic humanism which provides the 
raw material for the omnipresent state. Being spiritually homeless 
and morally adrift, man then looks for surrogates in political and 
social “religions.” At the top of his surrogate list is politics, in 
particular, the politics of envy and transfer. 

Atheistic humanism has a willing ally in historical relativism 
which maintains that the basis of judgment is relative, differing 
according to time and place, and in relativistic sociology which 
makes groups, classes, and nations the basis of its judgment. They 
all have gathered for the final assault on the private-property or- 
der. Ethical statism is carrying the colors. Hopefully, the battle will 
not be to the strong, but to the vigilant and the brave. l 

It is this hope which is the spur to this collection of Freeman 
Classics. It suffers from an embarrassment of riches which similar 
anthologies rarely encounter. It had to exclude numerous brilliant 
articles worthy of inclusion. Lack of space narrowly limited the 
selection. To choose a few articles from the great wealth of The 
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Freeman writings over some thirty-six years is an unenviable task. 
Dr. Mark Hendrickson deserves our gratitude for having under- 
taken this difficult task and for having discharged it in such ad- 
mirable fashion. 

This volume gives primacy to the writings of the well-known 
deans of the moral order of capitalism, to Orval Watts, Leonard E. 
Read, Ludwig von Mises, F. A. Hayek, Garet Garrett, and Israel 
M. Kirzner. They are imaginative and evocative as well as polem- 
ical and expository. Yet no attempt was made to include the whole 
range of their positions. 

All in all, this volume displays the scope and power of The 
Freeman way of dealing with the moral issues of our time. It 
reveals the vision and wisdom of a talented editor, Dr. Paul Poirot, 
who for more than thirty years guided The Freeman as the flagship 
publication of the Foundation for Economic Education. He ar- 
ranged and orchestrated the voices heard in this anthology. May it 
help to shed new light on a burning issue of our time. 


Hans F. SENNHOLZ 
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Capitalism: Definition, 
Origin and Dynamics 
by V. Orval Watts 


DEFINITION 


apitalism, according to the dictionaries, commonly means 
private ownership of the means of production. 

Private ownership means that individuals control their 
own persons, their own energies, and the products of their ener- 
gies. It prevails to the extent that individuals do not restrain or 
interfere with one another as they use, exchange (sell) or give away 
what they find unclaimed or abandoned, what they make, and 
what they get from other persons by gift or exchange (purchase). 


Origins 

Capitalism has its origins, therefore, in individual freedom and 
in all of the ideas, sentiments and modes of conduct that establish 
this freedom. 

Freedom implies that individuals do not coerce, intimidate or 
cheat one another. This means that they do not use violence or 
fraud to injure one another or to deprive one another of posses- 


Dr. V. Orval Watts taught college-level economics for many decades, and served as Chair- 
man of the Division of Social Studies at Northwood Institute, Midland, Michigan. Now 


retired, he resides in California. ee 
This article is from a chapter of Free Markets or Famine—selected readings by various 


authors showing how freedom for private enterprise allows business to abolish famine and 
raise levels of living. 
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sions obtained by peaceful means, and that they do not threaten to 
injure one another in their persons or properties. 

This freedom develops as individuals learn that, over a period of 
time, they gain more from cooperation motivated by hope of re- 
ward than they do from services performed under threat of vio- 
lence. In other words, they gain more in the long run by produc- 
tion and exchange of goods and services than they can get by 
stealing, fraud, banditry or other forms of predation. 

In short, capitalism arises as individuals (a) learn the advantages 
of division of labor and voluntary exchange, and (b) discover and 
live by the moral laws (rules of conduct) necessary for peaceful 
relations, one with another. 

This progress requires growing understanding of the nature of 
man and the meaning of justice, together with appreciation for 
honor, truth, and goodwill toward more and more of their fellow 
humans. 

The elements of moral law are set forth in what Jews and Chris- 
tians refer to as the “Ten Commandments” and the “Golden Rule.” 

The negative form of the Golden Rule expresses the first prin- 
ciple: “Do not do unto others what you would not have them do 
unto you.” This restrains and casts out forced sharing, which is a 
form of enslavement. 

A later corollary and supplement of earlier statements—‘‘What- 
soever ye would that men should do unto you, do ye also unto 
them”’—arose out of recognition that we benefit, not merely by 
avoiding injury to others and the ensuing conflicts, but by volun- 
tary exchange of services and by developing habits of mutual aid 
and neighborliness. (Cf., the neighborly barn raisings and other 
forms of mutual aid in pioneer days, and the parable of the Good 
Samaritan.) 

Insofar as individuals cease to steal from one another, cease to 
cheat (lie), cease to coerce or intimidate one another, and keep 
their agreements (including those establishing the monogamous 
family), they gain freedom. 

But this freedom develops only gradually with increasing under- 
standing and self-restraint. No “man on a white horse,” no dic- 
tator or government can give it to us. Individuals must learn to 


understand it, accept its responsibilities, and teach it to oncoming 
generations. 
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A. Production and Exchange 


In such absence of coercion, more and more persons attain pros- 
perity, which Frederic Le Play defined as a “multitude of good 
acts.” They let one another keep or exchange or glve away what 
each produces or gets by voluntary exchange or gift. They then 
produce more, accumulate more, trade more, and give more to 
others. 

They give more to their customers and fellow workers in ex- 
change for what they get; and they give more to their offspring, 
their friends, their neighbors, and victims of misfortune. (Note 
that the early Plymouth and Jamestown colonists were more char- 
itable toward their neighbors, as well as more industrious, after 
they abandoned forced sharing.) 

Free persons invent and adopt ways of mutual aid that are 
beyond the devising or imagination of slave masters and political 
planners. Therefore, they prosper. 


B. Individuation—Competitive Cooperation— 
Large-scale Organization 


(1) In freedom, humans show increasing variability in capacities 
and responses. Therefore, capitalistic (free) enterprises develop an 
increasingly great range of changing occupations, commodities, 
services, and opportunities for self-development and satisfaction 
of individual wants. 

(2) Because of the enormous advantages of cooperation, more 
and more individual members of a capitalistic society show in- 
creasing regard for the interests, desires, tastes and opinions of 
other persons, increasing sensitivity, sympathy, and fellow-feeling 
(empathy), along with increasing individuation in ways of express- 
ing these attitudes. 

Some individuals go to extremes in trying to please everybody 
and consequently truly please nobody. (“The surest road to fail- 
ure—try to please everybody.”’) | 

Others use or abuse their freedom by displaying (or pretending 
to display) an exaggerated indifference to prevailing (popular) cus- 
toms, sentiments, and manners, and a lack of concern for the 


opinions of other persons. 
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In freedom, however, individuals cooperate more readily with 
such peaceable persons as have more or less similar standards in 
morals, manners, and tastes, but with complementary (rather than 
identical) interests and abilities in work. The word “complemen- 
tary,” or “supplemental,” deserves emphasis, because many or 
most forms of cooperation arise out of differences in abilities and 
interests rather than out of similarities (e.g., farmers and manu- 
facturers, merchants and bankers, truckers and mechanics). 

(3) The many similarities of abilities and tastes, however, make 
a free society highly competitive as well as cooperative. Competing 
individuals and competing groups offer similar (though seldom 
identical) services to consumers, and similar (but not identical) 
jobs to wage earners (e.g., coal miners and oil producers, savings 
banks and stock brokers, or manufacturers of different sizes and 
makes of cars). 

Among free and peaceful persons (i.e., in a completely capital- 
istic, or free-market, voluntaristic society), this competition con- 
sists in trying to offer more satisfactions in order to induce coop- 
eration rather than in threatening others with injury in order to 
compel submission and obedience. ! 

(4) In freedom—in the absence of coercion—individuals keep 
and control without coercive interference what they acquire in 
peaceful ways. That is, they may keep, control, consume, give 
away or trade what they find in nature, what they make or invent, 
what they get by gift (as from parents), and what they get by 
voluntary exchange, including the temporary uses of things for 
which they pay rent or interest. 

The rights of private ownership are the rights to enjoy and use 
wealth and the services of free persons without physical interfer- 
ence or threat of interference from other persons. These are rights 
of adverse possession, that is, the rights of exclusive use and dis- 
posal (along with the responsibilities of control and care). 

Therefore, capitalism (private ownership) is individualistic. 
That is, what one person owns, no one else may own. He has 
exclusive control of it. But he also has exclusive responsibility for 


1 . . . . . . - 
Socialists confuse inducement or persuasion with coercion. They fail to see that free- 
dom to cooperate exists only insofar as there is freedom not to cooperate, along with 
freedom to communicate without harassment. 
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it: to care for it, and to see to it that use of it does not interfere with 
the freedom (property rights) of other persons.2 

The indescribably complex agreements as to property rights 
(protected by law, morals, customs and manners) constitute free- 
dom. Freedom means agreements, implicit or explicit (i.e., tacitly 
accepted or formally stated) among members of a society, agree- 
ment that individuals shall have undisturbed control of their per- 
a and the fruits of their energies, skills, thrift and enterprise in 
trade. 


C. Equity vs. Equality 


In freedom, there is equity (justice), not equality of rewards for 
effort. When individuals are free to choose with whom they trade 
and how much they offer in exchange, some individuals and 
groups acquire greater aggregations of wealth than do other indi- 
viduals and groups. A particularly productive group of producers 
(e.g., a business firm), then, may become so industrious, inventive, 
cooperative and efficient that they supply most of certain com- 
modities or services for a large proportion of a given community 
or nation. So concerns like Ford Motor Company grow to giant 
size; or a group of firms, like those making up the General Motors 
Corporation, cooperate in some respects (e.g., in obtaining capital) 
while competing in others (e.g., sales). 

But, in appraising these giant concerns, we should keep in mind 
that: 

(1) They get and hold their economic power only to the extent 
that they serve a correspondingly large number of their fellow 
humans. No company becomes great in free markets by catering to 
a few rich capitalists. They grow to giant size only as they help 
raise levels of living for thousands or millions of other producers 
and their dependents—unless they are favored by anti-capitalistic 
policies of government engaged in war, currency inflation or sup- 


2 Socialists commonly confuse this exclusive control by property owners with the very 
different type of monopoly which may be obtained by restricting the freedom of dee 
competitors in use of their own energies and properties. For example, the United States e 
Office maintains its monopoly of distributing first-class mail by using the police powers a 
government to suppress competition. Coercive interventions by government baca 
and illegal private violence, or both, are necessary to maintain such monopolies. This is not 
freedom. It is not laissez-faire capitalism. It is curtailment of free enterprise. It is a negation 


of the rights of private owners. 
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pressing would-be competitors (as, for example, the United States 
Government suppresses competitors of the Post Office). 

(2) Increasing abundance and diversity of goods make the de- 
mand and supply of every product more and more elastic. Buyers 
find a growing diversity of goods competing for their patronage. 
Wage earners find a growing number of employers with capital 
seeking to employ them. Capital owners are besieged by inventors 
and promoters seeking backing for new ways of satisfying wants 
or ways of satisfying wants of which consumers are as yet scarcely 
aware. 

The most inelastic factor in a free society of responsible indi- 
viduals is likely to be in the supply of wage earners (job seekers). 
Therefore, they benefit most from the competition of capital seek- 
ing investment, and they get an increasing share of the total prod- 
uct. Wages and wage rates tend to rise, therefore, while rates of 
interest fall.3 


D. Progress: Rising Levels of Understanding, Morality, 
Prosperity, Vision 


Individuals in freedom prosper as they win the freely given co- 
operation of their fellows. 

Therefore, their self-interest and family interests provide strong 
incentives to develop habits and concern for the qualities that 
other persons want in their co-workers and suppliers. These are 
such qualities as industriousness, courtesy, and sensitivity to the 
interests of other humans. 

As a result, free persons tend to buy goods (commodities and 
services) which contribute to their efficiency as producers and 
enable them to discharge their countless responsibilities. 

For this reason, the output of “industry” in freedom tends to 
become more wholesome; the health and vigor of the population 
improve; life expectancies tend to lengthen; and tastes in art, 
drama, music and literature rise. 


> The rise in interest rates during the past 60 years has been due to the anti-capitalistic 
policies of governments—wars, inflation of currencies, waste of resources, and forced 
redistribution of wealth and income. 

The rise in certain land values has been aggravated by socialistic policies, which tend to 
concentrate populations in favored cities, thus retarding the development of less densely 
populated areas, whose small populations lack political power. Most of the world's land 
area is still sparsely populated and is cultivated only by extensive methods. 


Accustomed to these rewards of progress, members of a free 
society tend more and more to expect and strive for improvement 
in the lives of their neighbors as well as in their immediate circle of 
family and friends. 

At this point, a dangerous ideology may become fashionable. It 
has been well named, “the Utopian Heresy.” Impatience with the 
real or fancied shortcomings of other persons may prompt efforts 
to hasten improvement by use of a little legal coercion—on a few 
at first, and on more and more of their supposedly backward 
fellows as time passes. 

In this way, free and prosperous individuals may combine to 
infringe upon the freedom of their neighbors while intending only 
to do them good. And, as they set precedents by such coercive 
“reforms,” others use the same arguments for more and more 
infringements for similar “good” ends. Thus, freedom declines. 

This loss of freedom deprives individuals of opportunities and 
responsibilities. Therefore, it gives rise to worse conditions, which 
the confirmed ideologist attributes to what freedom remains. Long 
ago, anow-forgotten philosopher observed that “Mankind is a race 
which binds itself in chains—and calls each fresh link progress.” 

A wealthy society —prosperous because of a longer period of 
freedom—can afford more waste (idleness, paternalism, wars, 
parasitism and socialism) than a society that is poor because its 
people have had little freedom. 

But for any community or nation, a continuing decline of free- 
dom must at last bring on a collapse into bankruptcy, chaos, 
revolution and/or subjection to political tyranny. 

Prosperity has its perils, not least of which is the peril of for- 
getting how it was achieved. 
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Capitalism and Our Culture 
by Edmund A. Opitz 


he current revival of interest in religion in America has been 

variously interpreted. At the very least, it means that many 

of us may be disposed to re-examine the spiritual founda- 
tions on which our culture has been erected. Our heritage of free 
churches—religious bodies possessing an authority of their own, 
independent of the State—is obviously rooted in the unique intel- 
lectual and cultural soil of the West. 

But we need to be reminded that our other cherished institutions 
spring from the same soil. Modern science, education, our tradi- 
tion of limited government, and our taste for free enterprise or 
capitalism are all anchored to the same spiritual foundation; and, 
as superstructures, they are all affected by the decay or the loss of 
prestige of their foundation. 

Shoring up this spiritual foundation directly is one thing; de- 
fending it against the indirect erosion which results from an attack 
on one of its autonomous offspring such as science, education, or 
free enterprise is another. Science and education have able defend- 
ers, so the attack on our culture often centers on economics where 
it sometimes achieves a semblance of plausibility. It was a unique 
combination of cultural factors which encouraged the emergence 
of capitalism, and it may be argued that the very survival of free 
private enterprise depends as much on getting these cultural fac- 


tors back into proper focus as it does in knowing the case for the 
free market. 


The Reverend Mr. Opitz, author of the book Religion and Capitalism: Allies, Not Enemies, 
and well-known writer and lecturer, has been a member of the senior staff of the Founda- 
tion for Economic Education since 1955. 
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In the philosophy underlying the practices of capitalism the mar- 
ket is used as a device for making economic decisions—the 
“market” being the pattern precipitated by the voluntary buying 
habits of free men and women. Men engaged in economic activity 
at any level may be guilty of coercion and fraud, just as they may 
be guilty of coercion and fraud in any other context. When this is 
the case, they may properly be censured for their malpractices. This 
is worlds apart, however, from the wholesale condemnation of the 
institution of the free market by collectivists, or the thoughtless 
criticisms of otherwise thoughtful people. 

Economic activity, subject to the same ethical and institutional 
restraints that hedge all human actions, is no more properly sub- 
ject to political invasion than is religion or science or any other 
human venture. Economics, moreover, occupies a strategic posi- 
tion among the various activities of man. Economic activity is not 
merely the means to material ends; it is also the means to all our 
ends. Thus, while it may serve on a humbler level than science, 
education, and religion, economics is a necessary means to these 
ends. If its integrity as a means to these ends is not respected, it 
may become the instrument to destroy them as well as to impair 
the spiritual foundation they rest upon. 

A great social upheaval occurred several centuries ago—one of 
those great, deep, tidal changes in the human spirit manifesting 
itself on the level of society as new institutions and a new outlook 
on life. Different aspects of this transformation were labeled the 
Renaissance, the Reformation, and the Counter-Reformation, the 
whole affair being religious in nature. Men felt the urge to love 
God for himself; and, as a parallel development, to pursue truth 
for its own sake. This latter urge is the wellspring of the scientific 
method. . 

But like other people, specialists in science easily lapse into an 
attitude of unawareness of the unique spiritual and social condi- 
tions which make their specialty possible. They are “radically ig- 
norant,” writes Ortega y Gasset, of “how society and the heart of 
man are to be organized in order that there may continue to be 
investigators.” And so we now have science perverted, and some 
scientists placing their talents at the disposal of politicians in ar 
planned State. This is bound to happen when the metaphysica 
foundations of science are ignored. 
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Spiritual Foundations 


A human culture is born as something “cultivated,”” something 
developed by education, discipline, and training. lts spiritual 
foundation is constructed slowly and painfully, like the building 
of a breakwater by throwing in bag after bag of cement until 
finally the top of the pile appears above water. Modern culture 
had been in preparation for centuries before it erupted in the 
sixteenth century and allowed a new outlook, a new spirit, and a 
new set of values to release and direct human energy. Men threw 
off the dead weight of ancient restraints—the various justifica- 
tions for the tyrannies of political government, the controls on 
man's productive energy, the discouragement of efforts to inves- 
tigate the natural universe. 

The material prosperity we know and have known in America Is 
a direct outgrowth of the spiritual and social upheaval which sur- 
faced about four centuries ago. The critics of capitalism became 
aware of this connection at least fifty years ago when Max Weber 
published his enormously influential book, The Protestant Ethic 
and the Spirit of Capitalism. The revolutionaries, however, had 
employed this strategy much earlier. G. Zacher, in 1884, wrote in 
The Red International, “Whoever assails Christianity assails at the 
same time monarchy and capitalism!” 

If our common Judeo-Christian heritage paved the way for the 
rise of capitalism, then a subtle way of causing a decline of capi- 
talism would be to refrain from openly attacking it while concen- 
trating on weakening the foundation which holds it up. This 
would kill two birds with one stone, in the manner advised by the 
French revolutionist two centuries ago who said, “Don't attack the 
monarch, attack the idea of monarchy.” 

Perhaps the importance of the spiritual and cultural foundation 
of the West may best be illustrated by comparison between the 
Oriental and the Western scene. A traveler in the Orient is struck 
immediately by the amount of human muscle power still used to 
do the heavy work of society. The streets of an Indian city are 
crowded with men carrying things, pushing things, and acting as 
beasts of burden. The strong impression which these scenes evoke 
is that the Orient needs machines so that horsepower can relieve 
manpower. [Ed. note: There has been great progress in some 
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Asian countries—those which have practiced capitalism—since 
these words were written in 195 8.] 


Questions and Answers 


Why doesn't the Orient have the machines which would lighten 
human toil? Is she too poor to buy them? So was Europe a few 
centuries ago; and then the energies of Europeans poured out and 
channeled themselves in patterns of relief from much of the back- 
breaking toil which is still the fate of their brothers in the Far East. 

Might it be that the people of the Orient are not bright enough 
to invent and build their own machines? To the contrary, many of 
her people are bursting with creative energy, and they have inven- 
tive minds, as witness their philosophies, their arts, their handi- 
crafts. And rich natural resources are available to them. 

Perhaps the Oriental society has been shackled by its prevailing 
forms of despotic government. There has been despotism in the 
Orient, native and foreign; but the questions arise: Why have 
people over the centuries quietly consented to submit to tyranny? 
Why has the idea of limited government gained so little foothold 
among them? Why doesn’t the Orient invent the machines, em- 
brace the technology, and set up the industries which would pro- 
vide the goods and lighten the burdens that now lie so heavily on 
the backs of half a billion people? 

These are questions that cannot be answered on the level of 
technology or on the level of political and social organization. The 
answers must be sought at those deeper levels where vital decisions 
are made which permit or repress the emergence of a belief in the 
dignity of man, and in freedom, and in such of its natural corol- 
laries as science and technology. Natural resources and opportu- 
nities are of secondary importance; what is of primary importance 
is the possession of a religious heritage—or an attitude toward the 
universe—which encourages men to take hold of natural oppor- 
tunities. This heritage Europe had in the Judeo-Christian tradition 
in which was embodied elements of Greek culture—the whole 
being called Christendom. When that tradition came to renewed 
life at the dawn of the modern era, it was the fountainhead of great 
changes in Western society. Population increased many times; si- 
multaneously the well-being of individuals increased. Famines dis- 
appeared; some diseases were eliminated altogether, and the rav- 
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ages of others were mitigated. Education spread to the outermost 
edges of society. During the same period of modern history Ori- 
ental society has been virtually static—until the ferment of the last 


few years. 


Equal Before God 


At the heart of the great Western upheaval was the idea that the 
individual worshiper could come into the presence of God without 
the mediation of any special class of men, or of any group, or of 
any nation. According to this faith, the Creator and Sustainer of 
life, the Lord of the universe, is nevertheless, and paradoxically, 
close to every person and interested in the most humble. 

Think what this belief, strongly held, would do for the humble 
who walked the earth, how it would straighten their backbones and 
lift their chins! Think what this belief would do to tyranny. If every 
man thought of himself as the creature of God and potentially 
God’s child, he certainly would not long submit to being the crea- 
ture of any other man or of any group of men or of any government! 
No longer could it be regarded as right, or as the will of God, that 
any man be placed at the disposal of any other man or group. Thus, 
every person was conceived to have “rights”? which no one should 
impair, and out of this came a concept of government as a social 
institution set up voluntarily by men to secure each of them in his 
“rights.” 

We are proud, and rightly so, of the experiment in government 
set in motion on these shores a little more than two centuries ago. 
Perhaps the keynote of this new kind of government was struck by 
James Madison in his thirty-ninth Federalist Paper when he wrote 
of the determination “to rest all our political experiments on the 
capacity of mankind for self-government.” This cannot be con- 
strued to mean that Madison suffered from any illusions as to the 
utopian possibilities locked up in the average human breast. But 
for the first time in history the individual person was not to be a 
creature of government or its minions. Inherent rights were lodged 
in each person as his natural endowment from God, and the ex- 
ercise Of his individual energies was strictly a matter of his own 
business—until he trespassed on the rights of other individuals. 

In the American scheme, men had a larger measure of political 
liberty than men had ever had before, and they obtained their 


measure of freedom by limiting government to taking care of the 
one interest men have in common—the removal of barriers to the 
peaceful exercise and exchange of human energy. 

The American concept of government did not spring into being 
full blown from a few brains; it was hammered out in the course 
of long experience and debate. By the middle of the eighteenth cen- 
tury Americans were protesting that the exactions of the British 
crown were violating their rights as men, whereas but a generation 
earlier they had demanded their rights as Englishmen. A revolution 
in thought and outlook separates the former concept from the 
latter. In drawing the lines of battle on their rights as Englishmen, 
the colonists had in mind the concessions which their ancestors, 
beginning with the barons at Runnymede, had wrung from their 
sovereigns. In standing on their rights as men, the colonists drew 
upon another dimension, the theological. This is probably what de 
Tocqueville had in mind in 1835 when he wrote of Americans that 
“religion ... . is the first of their political institutions.” 


Religious Aspects of Political Liberty 


When religious considerations are introduced into political the- 
ory, government is ideally limited to securing the ends of liberty 
and justice for all men alike. Political liberty thus has spiritual 
antecedents, and it serves spiritual ends by providing the social 
conditions which enable persons to achieve the goals appropriate 
to human nature. 

Political liberty also serves man’s creaturely needs. Under polit- 
ical liberty a certain pattern of economic activity emerges, prop- 
erly called “capitalism.” There is no more warrant in common 
sense or in theory for fettering men’s economic activities than there 
is for arbitrarily curtailing his scientific, educational, or religious 
activities. But by constant repetition of untruths and halftruths, it 
has been made to appear that every ill from which our society 
suffers is due to freedom of economic enterprise, whereas the real 
cause of many of these ills is actually the result of the impairments 
of that freedom. 

In recent years, business and industry have gone through the 
wringer. Businessmen, who are as good and as bad as any other 
group of men, have been singled out for special treatment. Industry 
as a whole has been tied down with a network of laws and controls. 


20 / Capitalism and Our Culture 


While some branches of it were treated to special privileges by 
government, other branches suffered from political discrimination. 

During this same period a new conception of government has 
gained popularity. It is the very concept against which eighteenth- 
century Americans protested and fought—the concept that gov- 
ernment is the seat of ultimate power in society and therefore 
possesses all the rights which it dispenses provisionally to people 
as political expedience dictates. Thus, the older American concept 
of the relation of government and people is turned inside out. 

Whenever men have yielded to the lust for power and the greed 
for possessions, there have always been impairments of political 
and economic liberty of great or less degree. In the past when the 
going got rough, men pulled in their belts, grumbled, and consoled 
each other with the literature of freedom, sacred and secular. They 
were sustained by their faith that those who loved liberty were on 
the side of the right, and that the right would eventually triumph. 
They might perish, but their principles would outlast any tyrant. 
But now the situation is different. Values have been transvalued, 
and impairments of political and economic liberty are made on 
principle. Thus the blows struck at limited government and free 
enterprise do not stop after doing their damage there. They go 
deeper and strike at the spiritual and cultural bases of our society, 
at that substratum of our life which we, until recently, have so taken 
for granted. 

In our present situation, the most immediately oppressive things 
seem to emanate from an overgrown, bureaucratic government. 
Merely to remove these restraints and directives is of little use, 
however, if we leave intact the concept of omnipotent govern- 
ment—or the seeds of this concept—to spawn more restrictions. 
An erroneous idea of government must be replaced by a correct 
idea. But when we seek to refurbish the American idea of limited 
government, we find that originally the concept stemmed from a 
spiritual foundation which is itself badly in need of rehabilitation. 
It is at this fundamental level that the most intensive work needs 
to be done. But because so few people are aware of the importance 
of this level, almost no one is working at it. Unless this spiritual 
foundation is rehabilitated, work at the less profound levels can- 
not endure, touching as it does only the margins of the problem. 
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Laissez Faire 
by Garet Garrett 


he Shivering Ghost that now inhabits the words laissez faire 

was once an unconquerable fighting spirit. It did not belong 

to capitalism. It belonged to liberty; and to this day its 
association with capitalism is valid only insofar as capitalism rep- 
resents liberty. 

When the great struggle for individual liberty began in Europe, 
the one interest that controlled the life of the mind was religion. 
What men wanted most of all was freedom to worship God in 
their own way, freedom to believe or disbelieve; and for that they 
went to death at the stake intoning their hymns of heresy. The 
religious wars were terrible. They lasted until the lust of fanaticism 
was sated. Then reason rebelled and there was peace, founded on 
the principle of laissez faire in religion. That is not what anyone 
called it at that time, because the words had not yet been invented: 
but that is what it was. Thereafter, so far as religion was con- 
cerned, the individual was to be let alone. 

Great transactions of the human spirit have momentum, dis- 
placement, and direction, but no sharp edges; there is no sudden 
passage from one time to another. Long after the principle of 
laissez faire had been accepted in Europe, religious tyranny con- 
tinued. Men were free to join any church they liked, but if they 
chose, for example, to be Calvinists, they found themselves en- 
thralled again by a discipline that claimed jurisdiction not only 
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over their souls but over their everyday life and all their economic 
behavior. 

The next phase of the great European struggle for liberty, there- 
fore, was aimed at freedom of enterprise. To say that religious 
radicalism was followed by economic radicalism is merely to make 
a statement of chronological fact. How were the two things re- 
lated? Were they but two aspects of one thing? In the preface to 
Religion and the Rise of Capitalism, R. H. Tawney says: 


_. . the existence of a connection between economic radicalism and 
religious radicalism was to those who saw both at first-hand some- 
thing not far from a platitude. Until some reason is produced for 
rejecting their testimony, it had better be assumed that they knew 
what they were talking about. How precisely that connection 
should be conceived is, of course, a different question. It had, ob- 
viously, two sides. Religion influenced, to a degree which today is 
difficult to appreciate, men’s outlook on society. Economic and 
social changes acted powerfully on religion. 


The universal habit of mind was biblical. People whose fathers 
and grandfathers had been tortured, burned at the stake, and bur- 
ied alive for the offense of reading Scripture for themselves might 
be expected, when they did read it, to construe it literally and in a 
grim manner. They did. Bunyan’s Pilgrim’s Progress was the au- 
thentic account of what happened to the righteous spirit in its 
passage through this world to the next. The poor were friends of 
God. They knew for sure they would not meet the rich man in the 
Kingdom of Heaven. Avarice was a deadly sin. Pursuit of gain was 
the way to damnation. Moneychangers, speculators, and traders 
had always about them that certain odor that came from supping 
with Satan. To buy cheap and sell dear was extortion. Land was 
the only honorable form of wealth. Business was the ignoble part 
of the social anatomy. 


The Age of Discovery 


But the world had something to say for itself, and the world, 
too, had something to believe. Somehow, for the first time in the 
history of human thought, the idea of progress had appeared. It 
was the Age of Discovery. Knowledge was increasing; and this was 
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not revealed knowledge of things hereafter, but knowledge of 
things here and now. After all, since everybody had to pass 
through this world whether he liked it or not, why shouldn’t man 
improve his environment if he could by the practical application of 
knowledge? Although no one understood them clearly, although 
there was no such word as economics, great economic changes 
were taking place, and the realities were uncontrollable. 

The religious mind stood in a bad dilemma. It could sense the 
oncoming world, almost as if it had a premonition of the modern 
era, and yet it had no way of meeting it and was in fact forbidden 
by the Bible to meet it at all. Thus it became involved in extreme 
contradictions. For example, to lend money at interest was un- 
Christian. For money to earn money was usury, and usury was sin. 
Yet as the necessities of trade increased, the economic function of 
the moneylender was one that somehow had to be performed, with 
the result that the Jews were brought in to do for Christians what 
Christians were morally unable to do for themselves. That is one 
of the reasons why the Jews became the great moneylenders of 
Europe. 

The question was: Could Bunyan’s hero, Christian, become an 
economic man and at the same time save his soul? The Dutch were 
the first to say positively yes, and this was significant, because the 
Dutch had paid more for religious liberty than any other people. 
They had carried their struggle for it to a plane of appalling her- 
oism. Sooner than yield, they were willing to accept total doom. 
Their resistance so infuriated the Holy Office of the Inquisition 
that on February 16, 1568, all the inhabitants of the Netherlands 
were sentenced to death as heretics and Bible readers, except only 
a few persons especially named in the edict. In Motley’s classic, 
The Rise of the Dutch Republic, one may read that— 


Men in the highest positions were daily and hourly dragged to the 
stake. Alva, in a single line to Philip, coolly estimates the number of 
executions which were to take place immediately after the expira- 
tion of the Holy week at 800 heads. 


Tolerance and Trade 


If the spirit of laissez faire had been less than immortal, it could 
never have passed through that valley of death. What emerged was 
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the Dutch Republic, founded on the ashes of its martyrs, dedicated 
to liberty of conscience, holding aloft a light for the world. 

Then an amazing thing happened. The prosperity of Holland 
became the wonder and envy of Europe. In the trade of the world 
it advanced to first place, and took what Tawney calls the role of 
economic schoolmaster to seventeenth-century Europe. 

The power of individualism now for the first time was released 
to perform its examples. The result was that tolerance and trade 
flourished together. 

The English came to it slowly and roundabout. Calvinism as 
they had got it from Geneva was a severe and rigid doctrine. It 
perceived very clearly that the three aspects of man were spiritual, 
political, and economic; but since in two of these aspects he was 
wicked, or much tempted to be, the church was obliged not only 
to mind his soul but to impose severe discipline upon his political 
and economic activities. Its regulation of business was medieval 
and precise; it made ethical and social laws to govern such matters 
as the use of capital, usury, the just price, profits, the profit motive 
itself, wages, labor relations, contracts, and trade agreements. 

It remained for the Puritans of England to make the great ra- 
tional construction of this doctrine. They could not understand 
why God should not admire success in work. Was not the universe 
his work? Why not suppose that the plan of its just order required 
his children to work and to succeed? If in moneymaking there were 
spiritual hazards, then all the more reason for keeping it straight 
with God. The way to do that was to put God in the shop. Where 
else could one be so sure of his presence and blessing? In the 
Puritan doctrine the word “calling”? was one of special meaning: 
“God doth call every man and woman to serve in some peculiar 
employment, both for their own and the common good.” There 
was a spiritual calling and a temporal calling. The Christian's duty 
was to take part in the practical affairs of the world, and to suc- 
ceed in the world could be only a sign that God witnessed his work 
and was pleased with it. If riches were added to him that, too, 
would be to the glory of God. In any case, he would never be idle 
rich, like Dives. Whether riches were good or bad was a question 
to be settled between the rich man and God: but idleness, thrift- 
lessness, and profligacy were positive evils. 

So it was that in the Puritan creed religious liberty and economic 


freedom were reconciled. The church would let business alone and 
trust God in the shop to keep it from evil. 


Political Freedom and the Industrial Revolution 


The next struggle was to get business free from the restrictions 
imposed upon it by government, not in the name of morals, but in 
the name of policy. 

When that stormy cape had been rounded, the victory of laissez 
faire was complete, and the way was open for that great outburst 
of European energy which brought on the Industrial Revolution, 
led by England. 

The medieval epoch was finished. Individualism was exalted to 
a way of life. The foundations of modern capitalism were laid. The 
powers of government were limited. Free enterprise began. In pur- 
suit of his economic ends, on his way to transform the world, 
European man was released from the restraints and sanctions im- 
posed upon him both by the ecclesiastical tyranny and a vast 
bureaucratic system of administrative law. Looking at it later 
when most of the consequences were already clear, Montesquieu, 
the French philosophical historian, said “the English had pro- 
gressed furthest of all people in three important things—piety, 
commerce, and freedom.” 

That would have been about 1750. For more than 200 years the 
spirit of laissez faire had been acting irresistibly, and yet that name 
for it was not known. The words had been used by the Physiocrats 
in 1736 in France, but hardly anywhere else—nor were they famil- 
iar to anybody in England when sixty years later, in 1810, a Com- 
mission in the House of Commons said: 


No interference of the legislature with the freedom of trade and 
with the perfect liberty of each individual to dispose of his time or 
of his labor in the way or on the terms which he may judge most 
conducive to his own interest, can take place without violating 
general principles of the first importance to the prosperity and 
happiness of the community. 


Practice Precedes Principle 


In those words government, the British government at pe 
renounced the right to touch business at all. No more forthright 
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statement of the doctrine of laissez faire has perhaps ever been 
written. Mark, however, that the words do not appear in that 
statement. They were of French origin, written at first laissez nous 
faire, meaning, “let us alone,” and then laissez faire, meaning, “let 
it be.” They expressed a philosophic idea. The idea was that the 
movements of society were spontaneous, not artificial, and that if 
you let them alone the results in the end, or, as the economist now 
says, in the long run, would be better for society as a whole—the 
idea, that is, of a natural order in which there is implicit harmony 
between public and private interest. 

The point is that the spirit of laissez faire had already brought 
into the world religious liberty and freedom of enterprise, and that 
the foundations of what now may be called laissez faire capitalism 
had already been laid before the words were familiar or had any 
epithetical meaning. 


“Wealth of Nations” 


Most people would probably say that the bible of laissez faire 
capitalism was written by Adam Smith. His Wealth of Nations 
appeared in 1776. Since some French economists had been using 
the term for forty years, Adam Smith must have heard it, and yet 
in the index to Wealth of Nations (Cannan Edition) you will find 
no reference to it. Then people say, “Yes, but it is implicit,” and 
ask you to remember the famous passage about the invisible hand. 
In the index to the Wealth of Nations there is a reference to that 
passage and it reads as follows: 


If each individual, therefore, endeavors as much as he can both to 
employ his capital in the support of domestic industry and so to 
direct that industry that its products may be of the greatest of value, 
each individual necessarily labors to render the annual revenue of 
society as great as he can. He generally, indeed, neither intends to 
promote the public interest or knows how much he is promoting 
it... he intends only his own gain, and he is in this, as in many 
other cases, led by an invisible hand to promote an end which was 
not part of his intention. Nor is it always the worse for society that 
it was not part of it. By pursuing his own interest he frequently 
promotes that of society more effectually than when he really in- 
tends to promote it. | have never known much good was done by 
those who affected to trade for the public good. 
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You may take that to express the doctrine of economic laissez 
faire, but the true meaning goes far beyond economics and belongs 
to the philosophy of individualism, founded upon the faith that 
man’s spontaneous works will be more than his reason can ex- 
plain. Adam Smith did not invent that philosophy, nor in his 
exposition of it did he surpass others who wrote before him, no- 
tably Adam Ferguson, who said: 


Nations stumble upon establishments which are indeed the re- 
sults of human action but not the result of human design. 


Poetically, the same thought was expressed in Mandeville’s Fa- 
ble of the Bees. More than a century before Adam Smith’s time, 
John Moore was saying in England: 


It is an undeniable maxim that everyone by the light of nature 
and reason will do that which makes for his greatest advan- 
tage. ... The advancement of private persons will be the advantage 
of the public. 


Twenty years after the Wealth of Nations appeared, Edmund 
Burke, another great exponent of individualism, was referring to: 


. .. the benign and wise disposer of all things who obliges men, 
whether they will or not, in pursuing their own selfish interests, to 
connect the general good with their own individual success. 


He need not have got that from Adam Smith, for laissez faire by 
that time was already ascendant in the economic world, its prin- 
ciples were known and its works were observable. 


Objections to Laissez Faire 


Nearly 150 years ago Sismondi and his friends, evolving the 
theory of state socialism, were attacking laissez faire on four 
points, namely: 


1. That the fancied harmony between private and public inter- 
est did not in fact exist, wherefore liberty of the individual to 
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pursue his own economic advantage would leave human needs in 
the lurch; y AA 

2. That it would lead to serious inequalities in the distribution 
of wealth; 

3. That it elevated materialism and success; and 

4. That it involved society in such society catastrophes as mass 
unemployment. 


And all of this was before steamships, railroads, electricity, gas- 
oline, motor cars, automatic machines, or mass production—even 
before there was such a thing in the world as a piece of farm 
machinery. 

At that time all economic and political thought in Europe was 
basically pessimistic. Nobody could imagine that in the next few 
generations, under laissez faire capitalism, consumable wealth 
would be so prodigiously multiplied that the luxuries of the rich in 
one generation would become the necessary satisfactions of the 
poor in the next, and that from time to time surplus—a strange 
word for an incredible thing—would be the superficial cause of 
economic depression and unemployment. There had never been 
surplus before. There had never been too much of anything. Pov- 
erty was thought to be permanent and irreducible. 


Inroads Against Poverty 


The idea that poverty could be abolished did not arise in Eu- 
rope. That was an American idea. And it could arise here, not 
because this country was rich in natural resources, but because 
here the conditions of laissez faire capitalism were more nearly 
realized than anywhere else in the world. Under stress of unlimited 
and uncontrolled competition we made the discovery that broke 
Europe’s “iron law of wages”—the law, namely, that since wages 
were paid out of the profits of capital, the wage fund was limited 
by the capital fund, and the capital fund was something that could 
be increased only in a slow and painful manner by limiting con- 
sumption. 

We discovered that wages were not paid out of profits. They 
were paid out of production. Therefore, wages and profits could 
rise together, if only you increased production. Moreover, produc- 
tion itself created capital, as in the Ford example—the example of 


a company that began with $28,000 in cash and at the end of 
forty-five years employed in its work $1 billion of capital, all its 
own and all created out of production. And this was done by 
making the motor car so cheap that almost nobody was too poor 
to be able to possess and enjoy it. 


American Capitalism 


Those who speak of capitalism as if it were in itself a kind of 
universal order, with hierarchy, creed, and orthodoxy, are either 
unable to make distinctions or find that distinctions inconvenience 
their argument. Capitalism takes its character from the soil and 
climate in which it grows. American capitalism is so unlike Euro- 
pean capitalism that the two could hardly be transplanted. Why 
has American capitalism been so much more productive than cap- 
italism anywhere else? The seed was European. The sapling was 
not. Why did this one tree -grow to a size and a fruitfulness so 
prodigious that all the people of the world come begging for its 
windfall? 

There was here neither skill nor knowledge not possessed also 
by the people in Europe. Yet after five generations, with less than 
one-tenth of the earth’s land area and less than one-fifteenth of its 
total population, we have now [1949] in our hands one-half of the 
industrial power of the whole world. Europe’s star did not fall. 
That is not what happened. The American star dimmed it out. 
What made that difference between our creative power and that of 
Europe? 

The difference was that here the magic of liberty was acting as 
it never had acted anywhere before. 

Until the American Declaration of Independence, said Lord Ac- 
ton, the history of freedom would have been “a history of the thing 
that was not.” | 

American capitalism not only has been the most successful in the 
world; it is the one great citadel of economic freedom surviving 
and now carries the burden of defending Christian civilization 
against its Eastern enemy. From this it follows that when you 
compare capitalism with communism, the comparison is in fact 
between American capitalism, with its Puritan tradition, and Rus- 
sian communism, which is uncompromisingly materialistic and 
atheistic. 
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The two ancient enemies of laissez faire were the state and the 
church. Laissez faire represented the principle of radicalism in 
both religion and economics. Radicalism was the sword of liberty. 
Neither the state nor the church has ever loved liberty. Now, what 
was conservative is radical, and laissez faire, which was radical, is 
reactionary. The wheel has gone all the way around. 
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Capitalism and Morality 
by Edward Coleson 


CG othing is more unpopular today than the free mar- 
ket economy, i.e., capitalism. Everything that is 
considered unsatisfactory in present day conditions 

is charged to capitalism.” Thus wrote Ludwig von Mises in 1947.1! 

But the bad reputation of capitalism is of long standing. John 

Ruskin denounced Adam Smith as “. . . the half-breed and half- 

witted Scotchman who taught the deliberate blasphemy: ‘Thou 

shalt hate the Lord, thy God, damn his law, and covet thy neigh- 

bor’s goods.”””2 Marxists and Fabian Socialists have built up a 

large library of anti-capitalist propaganda over the years. 

In times of economic crisis the opposition to capitalism becomes 
even more pronounced. During the Great Depression, in a book 
co-authored by a number of prominent churchmen, we were told: 
“The whole future of Christian societies depends on whether 
Christianity, or rather Christians, decisively leave off supporting 
capitalism and social injustice. . . .”3 Such pronouncements could 
be cited almost without number. In the recent past it was assumed 
that the more orthodox and evangelical wing of the Christian 
movement was more kindly disposed toward capitalism, and there 
is statistical evidence to support this view; but now a group of 
exceedingly vocal evangelicals have appeared who denounce this 
traditional economic and political conservatism as un-Christian. 


Dr. Edward Coleson, a frequent contributor to The Freeman, was for many years Professor 
of Economics at Spring Arbor College in Michigan. He is now retired and lives in Puerto 
Rico. 
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It would appear to me that one of our most urgent tasks is to try 
to understand this bitter animosity against capitalism by men of 
intelligence, social concern, and even Christian faith. Certainly, 
part of these socialistic and communistic dissenters have a vested 
interest in the destruction of capitalism and our nation, too. Yet 
many are honest men of good will who oppose a market economy 
because they fail to understand it. 


No Pre-Industrial Utopia 


In point of time, the first fallacy to contend with is the pre- 
capitalist state of society. It is easy to dream up an idyllic and 
utopian age when unspoiled peasants lived life to the full close to 
nature, a medieval version of Rousseau's “Noble Savage” in a 
primitive paradise. Actually, Hobbes” insistence that life in a state 
of nature was “nasty, brutish and short” is closer to the truth. Adam 
Smith mentions that in his time, “‘It is not uncommon . . . in the 
Highlands of Scotland for a mother who has borne twenty children 
not to have two alive.”* Remember, this was as recent as two 
centuries ago. Another writer tells us that “the deaths in all me- 
dieval towns largely exceeded the births, so that the towns only 
survived by constant recruitment from the country. . . ..’5 Famines 
were frequent and severe. More recently, E. A. Wrigley claims that 
in certain French parishes, which he studied in detail, the death rate 
was proportional to the price of grain back nearly three centuries 
ago.¢ And pollution—you should have seen and smelt it—back 
when everything was thrown into the streets. The preindustrial 
state of affairs was no paradise, even if conditions did not improve 
as fast as they should have as we moved into the modern period. 
The contention that everything was lovely until the vicious capi- 
talist played the serpent to that Eden is not supported by the facts 
of history. 

Another notion is that life was relatively simple in the pre- 
capitalistic social and political order. The reasoning is as follows: 
life was simpler in the 1890s than it is today and—by an extension 
of the same logic—it must have been even more simple in the 
1690s or 1590s. Wrong again. Life was relatively simple in the 


* Adam Smith, The Wealth of Nations (Modern Library edition), p. 73 
> Warren S. Thompson, Population Problems, p. 73. 
* E. A. Wrigley, Population and History, p. 66. 
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late Victorian period as a few surviving oldsters still remember: 
but the 1690s were as much like today as a preindustrial society 
could be. As one example, in France “it took more than two 
thousand pages to print the rules established for the textile indus- 
try between 1666 and 1730.”” Punishment for breaking these reg- 
ulations was severe. Multitudes of people died for economic of- 
fenses that ought never to have been considered crimes. And, re- 
member, all of this happened before the Industrial Revolution 
made life complicated—or so we are told. It should be obvious 
that this complexity grew, not out of the necessities of the situa- 
tion—what did they need of thousands of pages of textile “codes” 
in the days of handweavers—but out of a philosophy of govern- 
ment. As has been said, the men of that age “displayed a marked 
belief in the efficacy of government to achieve any and all desired 
ends by means of legislation.”8 How modern! 


Adam Smith and the Rule of Law 


Another common idea is that Adam Smith was an anarchist. 
Nowadays if one admits that he believes in free enterprise, he is 
often reminded that we must have government. There are many 
anarchists in our midst today and it appears their numbers are 
increasing—perhaps a reaction to the excesses of statism—but an- 
archy is not a necessary alternative to total government control. 
Smith distinguished between what he called “the laws of justice” 
and the inane attempts of various pressure groups to rig the mar- 
ket in favor of their petty interests.? To Smith the task of govern- 
ment was the administration of justice, not the job of running 
everybody’s business. He also thought the government should pro- 
tect the nation from foreign invasion and maintain “certain public 
works and certain public institutions” for the general welfare, 
apparently services hard to charge for, such as the use of a light- 
house or the street and sidewalk in front of your house. It is 
obvious that Smith believed in government, but thought, like 
Thomas Jefferson, that it should be a “simple, frugal affair. 
Many people today are turning again to those two classics of 
1776, The Wealth of Nations and the Declaration of Indepen- 


? John Chamberlain, The Roots of Capitalism, p. 20. 
8 John M. Ferguson, Landmarks of Economic Thought, p. 36. 
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dence. Let’s hope that limited government is coming back into 
fashion. 


Capitalism and Greed 


Another common fallacy is the idea that Adam Smith sanctified 
greed, that free enterprise is brutal—‘‘every man for himself and 
the devil take the hindmost.” Again, this has been a common view, 
held by both capitalists and socialists. However, this was not 
Smith's version of capitalism. This misconception has no doubt 
been the most damaging to free enterprise of all the accusations 
leveled against the system: both Christians and humanitarians de- 
nounce it as evil and vicious. Henry Thomas Buckle, an English 
historian of the last century, made an interesting observation on 
this problem. He pointed out that in his earlier book, The Theory 
of Moral Sentiments, Smith emphasized sympathy, and then sev- 
enteen years later he published The Wealth of Natioms dedicated 
to the proposition that “*. .. the great moving power of all men, all 
interests and all classes, in all ages and in all countries, is selfish- 
ness.” This is the common view, except that most people do not 
know about his earlier devotion to compassion. Buckle described 
what appeared to be a dramatic change in Smith's outlook: 


In this way Adam Smith completely changes the premises he had 
assumed in his earlier work. Here, he makes men naturally selfish; 
formerly, he had made them naturally sympathetic. Here, he rep- 
resents them pursuing wealth for sordid objects. . . . It now appears 
that benevolence and affection have no influence over our actions. 
Indeed, Adam Smith will hardly admit humanity into his theory of 
motives. !° 


Since Buckle considered The Wealth of Nations as “probably 
the most important book which has ever been written,” he seems 
to have had no prejudice against its author. He explains the ap- 
parent inconsistency, the obvious shift in philosophical position, 
by saying that Smith was investigating both sides of the same 
problem, that the books were ““compensatory rather than hostile,” 
that one supplemented the other, that we all have a streak of 


1° Henry Thomas Buckle, History of Civilization in England, Vol. 1, pp. 340-354. 
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sympathy and also of selfishness in our make-up. Whatever 
Smith’s intent, the image of greed has come through to the general 
public. However, I suspect that the people who talk the loudest 
about the problem have never read The Wealth of Nations. 

One of our contemporaries, Richard C. Cornuelle, has also tried 
to resolve the dilemma. He begins with Mandeville’s familiar Fable 
of the Bees, published in 1705, a satire written to prove “Private 
Vices make Public Benefits,” as the subtitle tells us. The question 
was whether the individual man’s greed did or did not promote the 
general welfare by increasing economic activity and hence the 
standard of living for everybody. The older view was that no one 
could gain except at other people’s loss, that we can only enrich 
ourselves by impoverishing others. As Cornuelle tells us, 


Mandeville merely stated the “private vices—public benefits” 
dilemma. It was left to Adam Smith to resolve it. In his monumental 
Wealth of Nations, he told the world clearly and comprehensively 
what made commerce work. There is an astonished tone in his 
work, as if he could hardly believe his own discoveries. . . .11 


Smith had discovered to his amazement that the true long-range 
self-interest of each individual was compatible with everyone else’s 
welfare, that what was good for one was best for all. If this is true, 
there is no necessary conflict between Adam Smith’s earlier philo- 
sophical system founded on sympathy and the alleged greed of The 
Wealth of Nations. As Smith said, the businessman in seeking his 
own interest is “led by an invisible hand” to promote the general 
welfare, “an end which was no part of his intention.”12 This is an 
attractive idea: what is good for the farmer is good for the con- 
sumer, what is good for labor is good for management, what is 
good for Russia, Red China, Cuba, and our friendlier neighbors is 
good for the United States and vice versa. This sounds great, but 
is It true? 

If we assume that what is good for each is good for all, the next 
question is whether we will automatically know what is right and 
spontaneously do it. Of course, we need to differentiate between 
blind greed and enlightened self-interest, but even then there is little 


'l Richard C. Cornuelle, Reclaiming the American Dream, pp. 47-48. 
'2 Smith, p. 423. 
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historical evidence to support the view that we will necessarily 
know the right and do it. Unfortunately, there was a tendency after 
the publication of The Wealth of Nations to assume that if busi- 
nessmen “did what came naturally” that the consequences would 
surely be good. 

It should be remembered that about the time Adam Smith was 
born Newton captured the popular imagination with his famous 
solution of the riddle of the universe, the so-called “Newtonian 
synthesis” of the astronomy and physics since 1543, the work of 
Copernicus, Kepler and Galileo. As a consequence, it became the 
fashion to look for mechanical laws of human behavior, of society, 
of government and of the life of man in every dimension. Men had 
become machines. Malthus’ famous essay of 1798 warned that 
population would automatically outrun any possible increase in the 
supply of food so that no improvement in the human condition 
would be possible. Little wonder that he and his good friend 
Ricardo earned for economics the nickname, that ‘dismal science.” 


English Reform and Free Trade 


If a few intellectuals were prepared to let Nature take its course 
back then, the “do-nothing” social policy so often associated in 
the popular view with laissez faire, certainly there was no lack of 
reform efforts before and after 1800. It was during these decades 
that William Wilberforce and the Clapham Sect were laboring 
mightily for the abolition of slavery. It was really not a good time 
to push reform either, since the French Revolution began in 1789 
and the world was not done with Napoleon until after Waterloo in 
1815. While the conflict was not continuous for this quarter of a 
century, wars and rumors of wars were the rule. In spite of the 
turmoil, Wilberforce and his associates got the English share of the 
slave trade (the transportation of slaves from Africa to the Amer- 
icas) outlawed in 1807. After the Napoleonic Wars the British 
government and the Royal Navy worked diligently to suppress the 
commerce in slaves altogether and pressured other governments 
into cooperating. After the Civil War, with its Emancipation Proc- 
lamation plus the abolition of slavery in the Latin American na- 
tions to the south of us about the same time, it appeared that the 
future of human freedom was secure. Reform had paid off. 

During the long decades of the struggle against slavery there 


were those who argued eloquently that the best thing to do about 
slavery was to ignore the problem; maybe it would go away of 
itself. Indeed, it may seem a paradox that Englishmen who were 
going laissez faire in economics should at the same time have been 
working diligently to suppress slavery far from their shores and in 
lands where they had no jurisdiction. It would have seemed logical 
for them to have tended to their own business, the job of making 
money, and to have let slavery “wither away.” 

This is an exceedingly important point. The English reformers of 
the early and middle nineteenth century were not anarchists. They 
believed in freedom under law—God’s Law—and since slavery 
was clearly contrary to God’s Law, they were working for its 
abolition. It would certainly be a revolution today if all laws and 
political arrangements that had no moral justification should be 
abolished. Perhaps we have grown too tolerant of the powers that 
be. The Nazi and Communist oppression of the last half century 
has shown that power corrupts, that progress is not inevitable, and 
that freedom is not automatic. 

The great English reform effort of the last century is misunder- 
stood and largely forgotten, yet their accomplishments were enor- 
mous. Wilberforce and his associates accomplished more of a con- 
structive nature than any reform movement in history.13 lt was out 
of this context that Victorian free trade and free enterprise came, 
and the leaders of the movement which made it happen were 
devout Christians who regarded their campaign as a holy crusade. 
Before free trade became a popular issue, the British had abolished 
plantation slavery in their colonies (Wilberforce died as the abo- 
lition bill was being debated in Parliament in 1833, but lived long 
enough to know it would pass); to many Englishmen free trade 
and free enterprise were just the next logical national objectives. In 
one of the first lectures delivered under the auspices of the fledg- 
ling free trade movement “. . . it was stated that the organization 
was established on the same righteous principle as the Anti-Slavery 
Society.”!4 Although everyone recognized that these were eco- 
nomic questions, the posture of righteousness and reform was 
maintained throughout the campaign. 


13 Earle E. Cairns, Saints and Society, p. 43. | . 
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Repeal of the Corn Laws 


The focus of the economic reformers’ attention was the “British 
farm program,” the famous Corn Laws, a complicated system of 
tariffs which was devised to keep out foreign grain until domestic 
prices became prohibitive. To Richard Cobden, John Bright, and 
other members of the Anti-Corn Law League, this practice of keep- 
ing food needlessly scarce and expensive was criminal and wicked, 
and no amount of legislation would make it moral. Even that 
distinguished reformer Lord Ashley, the seventh Earl of Shaftes- 
bury, a landed aristocrat who had nothing to gain and perhaps 
much to lose if English markets were flooded with America’s ag- 
ricultural abundance, voted for free trade in food because it was 
right. By contrast, those of us who remember forty years of Federal 
farm programs since Henry Wallace “plowed under cotton and 
killed little pigs” in the spring of 1933, recall little attempt to 
approach the problem ethically. Such was not the thinking of the 
early Victorians. A great conference of the clergy was held at 
Manchester and many ministers began to preach that the Corn 
Laws were “anti-scriptural and anti-religious, opposed to the law 
of God.” The League produced and distributed many tons of pro- 
paganda leaflets. It has even been claimed ‘‘that there was not one 
literate person in all of Great Britain who had not read of the 
League and its work by the end of 1844,”’'5 a degree of saturation 
it would be hard to achieve even today. 

This enormous effort paid off. By 1846, the League succeeded in 
abolishing the hated Corn Laws, and a flood of cheap grain from 
America inundated the British (and later Western European mar- 
kets) and provided the common working man with a decent diet at 
a reasonable price. In the next few years the British abolished their 
remaining tariffs, which their neighbors tended to do also. The 
stage was set for the enormous growth of world trade in the late 
Victorian period, a burst of creative activity which promoted pros- 
perity and economic development around the world and in the 
United States, too. Their faith in freedom was not ill-founded. 
The English free traders were optimists who “were much embar- 
rassed . . . by the dismal parts of the dismal science,” as expounded 
a generation earlier by Malthus and Ricardo. They ‘‘avidly seized 
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Edward Coleson / 39 


upon the purified version of economics presented by the French- 
man, Frederic Bastiat.”16 These men believed that progress and 
peace were the fruits of a proper economic policy, and in the short 
run, at least, this seemed to be the case. Those in our midst who 
are oppressed and depressed by the strife, turmoil, and seemingly 
permanent poverty of vast areas of the world today, would do well 
to study the Victorian example. 


Then and Now 


Certainly, these men and their times make an interesting topic 
for study, particularly the contrasts between then and today. As 
one author says, “. . . in the early nineteenth century the upper 
middle-class elite believed in piety, reform of Church and State, 
moral action and laissez-faire economics.”!7 When comparing 
their day and their reform efforts with our own, the historian of 
the future will, if he is fair, say of them, “Never did so few ac- 
complish so much with so little.” Of our massive multi-billion- 
dollar attempts at remaking the world in our own time he must 
say, “Never did so many accomplish so little with so much.” 
Perhaps capitalism has much more to offer than we have realized 
for a long, long time. With socialist schemes collapsing all about 
us, It is time that we try to understand how it worked. 


Faith and Freedom 


It is easy to dismiss favorable comments on Victorian economic 
policy as procapitalist propaganda, and there is some of that along 
with a flood of the socialist variety. One of the most glowing 
evaluations of free trade and free enterprise that I have ever seen 
was written by an Austrian socialist, Karl Polanyi, a few years ago. 
He tells us that ‘the self-regulating market . . . produced an un- 
heard-of material welfare.”'® As if this were not a sufficient 
achievement, he says, “The nineteenth century produced a phe- 
nomenon unheard of in the annals of Western civilization, namely, 
a hundred’s years’ peace—1815-1914,” from Waterloo to the 
“Guns of August” in 1914. (I should hasten to add that he is aware 
of the Crimean War and the Franco-Prussian conflict but he re- 


16 Ibid., p. 69. 
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gards them as fairly minor disturbances. The Civil War, of course, 
was in America, not Europe.) 

After this panegyric on capitalism, a tribute as much in super- 
latives as Hazlitt or Mises might manage in their most enthusi- 
astic moments, Polanyi then warns us that the market economy 
‘’ . . would have physically destroyed man and transformed his 
surroundings into a wilderness.” What frightens him about free- 
dom is what people might do, and have done, when you turn them 
loose. When one ponders the history of freedom from the days of 
the Roman Republic to the present, he realizes that Polanyi’s fears 
are not unfounded. In other words, there is only freedom over time 
for highly responsible and moral people. Free markets and free 
governments must be based on solid ethical foundations, a point 
that Edmund Burke saw clearly in the early days of the French 
Revolution: 


Men are qualified for civil liberty in exact proportion to their 
disposition to put moral chains upon their own appetites . . . society 
cannot exist unless a controlling power upon will and appetite be 
placed somewhere, and the less of it there is within, the more there 
is without. It is ordained in the eternal constitution of things that 
men of intemperate minds cannot be free. Their passions forge their 
fetters. 


5 
He Gains Most Who 


Serves Best 
by Paul L. Poirot 


GC he best offense is a good defense” may be effective 
strategy in war and various competitive sports to 
decide winners and losers. But this offense-defense 

terminology is misleading with reference to free market competi- 

tion. Voluntary exchange is neither a game nor a war; it is a form 
of cooperation between buyer and seller to their mutual advan- 
tage—as cach one determines advantage. So, the rule of the market 

would run more like this: “He gains most who serves best.” A 

businessman’s profits are a measure of his efficiency in the use of 

scarce and valuable resources to satisfy the most urgent wants of 
consumers. 

Having competed successfully in the market, a property owner 
seeks to preserve his gains. But the market continues to insist: ‘He 
gains most who serves best.” In other words, the way to preserve 
your gains is to keep on serving consumers efficiently; that’s the 
only protection of property the market can offer. 

It should be noted here that the market recognizes and accom- 
modates numerous forms of property. Perhaps the most crucial 
and significant form is the individual’s property right in his own 
person—his freedom to use as he pleases for any peaceful purpose 
his own ideas and energies and other faculties and possessions. As 
a self-owning, self-responsible human being, he is free to choose 
work or leisure, thrift or prodigality, specialization and trade or 
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self-subsistence, formal education or on-his-own, splendor or 
plain living—anything peaceful, at his own expense. The market is 
there to serve him to the extent that he serves others: “He gains 
most who serves best.” 

In addition to one's right to his own life, the market recognizes 
and respects other forms of private property. There is the land, the 
space one occupies to the exclusion of others who have not earned 
access or been freely invited to share that space. There are the 
man-made buildings and tools of further production. There is 
food, clothing, shelter, transportation, medical and dental care, 
news and other information, books, education, recreation, enter- 
tainment, services ranging from strictly unskilled manual labor to 
the most highly skilled professional help. All these are forms of 
private property, things owned and controlled by individuals as a 
consequence of peaceful production and trade—voluntary market 
transactions, according to the market formula: “He gains most 
who serves best.” 


A Wealthy Nation 


Those who speak of the United States as a wealthy nation really 
mean that the citizens of this nation are relatively well off. And we 
should add the appropriate qualifications: (1) some of the citizens 
of the United States own more property than do others, and (2) the 
typical United States citizen owns more property than the typical 
citizen of other countries. 

Without those qualifying conditions, the reference to a wealthy 
United States might be misconstrued as meaning that our federal 
government has unlimited resources at its command—an all-too- 
common belief. 

Perhaps the people of the so-called underdeveloped Third World 
might be excused for the notion that the wealth of the United 
States is primarily in the form of government property. Citizens of 
lands long committed to communism have less reason to believe 
that the path to prosperity and happiness is through government 
ownership and control of resources. But what could be our excuse, 
we taxpayers of the United States, for possibly thinking of Uncle 
Sam as the source of endless goodies? Either our government is 
independently wealthy and has no need for taxpayers, or else it is 


dependent on taxpayers for its resources. Is there really any ques- 
tion about that? 

Unfortunately, many citizens of the United States seem to be in 
doubt as to which is the case. They vote themselves instant pro- 
tection and welfare, payable from Federal funds, as if there were 
no tomorrow—no accompanying tax burdens and disruption of 
business and trade. The facts to the contrary are announced daily 
in the various taxes added to purchases, weekly or bi-weekly in the 
list of deductions from pay checks, annually as income tax reports 
are filed. We have every reason to know there is a tax to pay for 
every act of government, whether to defend life and property and 
maintain peace and assure justice, or to transfer property from one 
person to another for whatever reason. 


Why Some Have More 


Because the market rewards individuals according to services 
rendered, the result is that some persons earn and own more prop- 
erty than do others. Strictly by serving the masses of mankind, 
some individuals have been made extremely wealthy. They have 
been given stewardship over vast amounts of property because of 
their proven capacity to use such scarce resources efficiently in 
providing the goods and services most sought and most valued by 
others. But, if for some reason, any present owner of scarce re- 
sources loses his touch, fails to serve efficiently, the open compe- 
tition of the ongoing market process soon will bid the property 
into the hands of some new owner who serves better. 

Meanwhile, the market process sustains vast numbers of us who 
pretend to know better than we do—who feign a wisdom not 
manifest in our performances. And one version of such “wisdom” 
holds that “we” know better than “they” how to use their prop- 
erty, that there is a more humane and just method of allocating 
scarce and valuable resources than to leave it to the market deci- 
sions of competing owners of private property. In other words, 
property should be redistributed “to each according to need,” not 
left to the market rule: “He gains most who serves best.” And just 
how is the market to be closed? Forcibly! Instead of upholding the 
dignity and property rights of the peaceful owner, the government 
shall intervene sometimes to drag a supplier unwillingly to market, 
sometimes to bar or limit his entry; sometimes to protect present 
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owners of property in uses long since declared wasteful by any 
reasonable measure of the market place, sometimes to forcibly 
transfer property from the most efficient users into the hands of 
those who most miserably have failed to serve others in any way 
whatsoever. 


The Best System 


So we come back once more to the only rule the market follows, 
“He gains most who serves best.’ Despite the inequalities of 
wealth resulting from observance of that rule, no one reasonably 
contends that there is a better formula for human action in society. 
There is nothing morally wrong about voluntarily serving others. 
A person does not rationally contend that he has been impover- 
ished because others have acted to serve his most urgent wants. 
When two parties voluntarily exchange their privately owned re- 
sources or properties, each gains—else he would not trade; and no 
uninvolved third party is harmed by reason of the trade. 

While the rule of the market allows the greatest gain to the one 
who serves best, it affords no protection for any gain except 
through continuing use in the efficient service of others. In other 
words, the market insists that scarce resources be owned by those 
who are most proficient in serving willing customers, which is the 
least wasteful social distribution of wealth that is possible. To 
arbitrarily or coercively change the market-derived pattern of 
ownership is to introduce waste; and there is no historical or 
theoretically sound evidence that waste of scarce resources Is so- 
cially beneficial. What any waste of any scarce resource amounts 
to in the final analysis is a waste of human lives—the inevitable 
consequence when compulsory collectivism interferes with or dis- 
places the market process of open competition. 

It is comforting to be a citizen of a wealthy nation. But a nation 
is wealthy only by reason of the fact that resources are privately 
owned and controlled according to the rule, “He gains most who 
serves best.” And the only way in which government can usefully 
serve such a society is to keep the market open, restrain and punish 
those who violate the rule, but otherwise let free men compete. 
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Socialism 
by Ludwig von Mises 


am in Buenos Aires as a guest of the Centro de Difusión de la 

Economia Libre. What is economia libre? What does this 

system of economic freedom mean? The answer is simple: it is 
the market economy, it is the system in which the cooperation of 
individuals in the social division of labor is achieved by the mar- 
ket. This market is not a place; it is a process, it is the way in 
which, by selling and buying, by producing and consuming, the 
individuals contribute to the total workings of society. 

In dealing with this system of economic organization—the mar- 
ket economy—we employ the term “economic freedom.” Very 
often, people misunderstand what it means, believing that eco- 
nomic freedom is something quite apart from other freedoms and 
that these other freedoms—which they hold to be more impor- 
tant—can be preserved even in the absence of economic freedom. 
The meaning of economic freedom is this: that the individual is in 
a position to choose the way in which he wants to integrate himself 
into the totality of society. The individual is able to choose his 
career, he is free to do what he wants to do. 

This is of course not meant in the sense which so many people 
attach to the word freedom today; it is meant rather in the sense 
that, through economic freedom, man is freed from natural con- 
ditions. In nature, there is nothing that can be termed freedom, 
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there is only the regularity of the laws of nature, which man must 
obey if he wants to attain something. 

In using the term freedom as applied to human beings, we think 
only of the freedom within society. Yet, today, social freedoms are 
considered by many people to be independent of each other. Those 
who call themselves “liberals” today are asking for policies which 
are precisely the opposite of those policies which the liberals of the 
nineteenth century advocated in their liberal programs. The so- 
called liberals of today have the very popular idea that freedom of 
speech, of thought, of the press, freedom of religion, freedom from 
imprisonment without trial—that all these freedoms can be pre- 
served in the absence of what is called economic freedom. They do 
not realize that, in a system where there is no market, where the 
government directs everything, all those other freedoms are illu- 
sory, even if they are made into laws and written up in constitutions. 

Let us take one freedom, the freedom of the press. If the gov- 
ernment owns all the printing presses, it will determine what ts to 
be printed and what is not to be printed. And if the government 
owns all the printing presses and determines what shall or shall not 
be printed, then the possibility of printing any kind of opposing 
arguments against the ideas of the government becomes practically 
nonexistent. Freedom of the press disappears. And it is the same 
with all the other freedoms. 


Freedom in Society 


In a market economy, the individual has the freedom to choose 
whatever career he wishes to pursue, to choose his own way of 
integrating himself into society. But in a socialist system, that is 
not so: his career is decided by decree of the government. The 
government can order people whom it dislikes, whom it does not 
want to live in certain regions, to move into other regions and to 
other places. And the government is always in a position to justify 
and to explain such procedure by declaring that the governmental 
plan requires the presence of this eminent citizen five thousand 
miles away from the place in which he could be disagreeable to 
those in power. 

It is true that the freedom a man may have in a market economy 
is not a perfect freedom from the metaphysical point of view. But 
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there is no such thing as perfect freedom. Freedom means some- 
thing only within the framework of society. The eighteenth-century 
authors of “natural law”—above all, Jean Jacques Rousseau— 
believed that once, in the remote past, men enjoyed something 
called “natural” freedom. But in that remote age, individuals were 
not free, they were at the mercy of everyone who was stronger than 
they were. The famous words of Rousseau: “Man is born free and 
everywhere he is in chains” may sound good, but man is in fact not 
born free. Man is born a very weak suckling. Without the protec- 
tion of his parents, without the protection given to his parents by 
society, he would not be able to preserve his life. 

Freedom in society means that a man depends as much upon 
other people as other people depend upon him. Society under the 
market economy, under the conditions of economia libre, 
means a state of affairs in which everybody serves his fellow citi- 
zens and is served by them in return. People believe that there are 
in the market economy bosses who are independent of the good 
will and support of other people. They believe that the captains of 
industry, the businessmen, the entrepreneurs are the real bosses in 
the economic system. But this is an illusion. The real bosses in the 
economic system are the consumers. And if the consumers stop 
patronizing a branch of business, these businessmen are either 
forced to abandon their eminent position in the economic system 
or to adjust their actions to the wishes and to the orders of the 
consumers. 

One of the best-known propagators of communism was Lady 
Passfield, under her maiden name, Beatrice Potter, and well- 
known under the name of her husband, Sidney Webb. This lady 
was the daughter of a wealthy businessman and, when she was a 
young adult, she served as her father’s secretary. In her memoirs 
she writes: ‘‘In the business of my father everybody had to obey 
the orders issued by my father, the boss. He alone had to give 
orders, but to him nobody gave any orders.” This is a very short- 
sighted view. Orders were given to her father by the consumers, by 
the buyers. Unfortunately, she could not see these orders; she 
could not see what goes on in a market economy, because she was 
interested only in the orders given within her father’s office or his 


factory. 
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Sovereign Consumers 


In all economic problems, we must bear in mind the words of 
the great French economist Frédéric Bastiat, who titled one of his 
brilliant essays: “Ce qu’on voit et ce qu’on ne voit pas” (“What 
you see and what you do not see””). In order to comprehend the 
operation of an economic system, we must deal not only with the 
things that can be seen, but we also have to give our attention to 
the things which cannot be perceived directly. For instance, an 
order issued by a boss to an office boy can be heard by everybody 
who is present in the room. What cannot be heard are the orders 
given to the boss by his customers. 

The fact is that, under the capitalistic system, the ultimate bosses 
are the consumers. The sovereign is not the state, it is the people. 
And the proof that they are the sovereign is borne out by the fact 
that they have the right to be foolish. This is the privilege of the 
sovereign. He has the right to make mistakes, no one can prevent 
him from making them, but of course he has to pay for his mis- 
takes. If we say the consumer is supreme or that the consumer is 
sovereign, we do not say that the consumer ts free from faults, that 
the consumer is a man who always knows what would be best for 
him. The consumers very often buy things or consume things they 
ought not to buy or ought not to consume. 

But the notion that a capitalist form of government can prevent 
people from hurting themselves by controlling their consumption 
is false. The idea of government as a paternal authority, as a 
guardian for everybody, is the idea of those who favor socialism. 
In the United States some years ago, the government tried what 
was called “a noble experiment.” This noble experiment was a law 
making it illegal to consume intoxicating beverages. It is certainly 
true that many people drink too much brandy and whiskey, and 
that they may hurt themselves by doing so. Some authorities in the 
United States are even opposed to smoking. Certainly there are 
many people who smoke too much and who smoke in spite of the 
fact that it would be better for them not to smoke. This raises a 
question which goes far beyond economic discussion: it shows 
what freedom really means. 

Granted, that it is good to keep people from hurting themselves 
by drinking or smoking too much. But once you have admitted 


this, other people will say: Is the body everything? Is not the mind 
of man much more important? Is not the mind of man the real 
human endowment, the real human quality? If you give the gov- 
ernment the right to determine the consumption of the human 
body, to determine whether one should smoke or not smoke, drink 
or not drink, there is no good reply you can give to people who 
say: "More important than the body is the mind and the soul, and 
man hurts himself much more by reading bad books, by listening 
to bad music and looking at bad movies. Therefore it is the duty 
of the government to prevent people from committing these 
faults.” 

And, as you know, for many hundreds of years governments 
and authorities believed that this really was their duty. Nor did 
this happen in far distant ages only; not long ago, there was a 
government in Germany that considered it a governmental duty to 
distinguish between good and bad paintings—which of course 
meant good and bad from the point of view of a man who, in his 
youth, had failed the entrance examination at the Academy of Art 
in Vienna; good and bad from the point of view of a picture- 
postcard painter. And it became illegal for people to utter other 
views about art and paintings than those of the Supreme Fuhrer. 

Once you begin to admit that it is the duty of the government to 
control your consumption of alcohol, what can you reply to those 
who say the control of books and ideas is much more important? 


Freedom to Make Mistakes 


Freedom really means the freedom to make mistakes. This we 
have to realize. We may be highly critical with regard to the way 
in which our fellow citizens are spending their money and living 
their lives. We may believe that what they are doing is absolutely 
foolish and bad, but in a free society, there are many ways for 
people to air their opinions on how their fellow citizens should 
change their ways of life. They can write books; they can write 
articles; they can make speeches; they can even preach at street 
corners if they want—and they do this, in many countries. But 
they must not try to police other people in order to prevent them 
from doing certain things simply because they themselves do not 
want these other people to have the freedom to do it. 

This is the difference between slavery and freedom. The slave 
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must do what his superior orders him to do, but the free citizen— 
and this is what freedom means—is in a position to choose his 
own way of life. Certainly this capitalistic system can be abused, 
and is abused, by some people. It is certainly possible to do things 
which ought not to be done. But if these things are approved by a 
majority of the people, a disapproving person always has a way to 
attempt to change the minds of his fellow citizens. He can try to 
persuade them, to convince them, but he may not try to force them 
by the use of power, of governmental police power. 


Status and Caste 


In the market economy, everyone serves his fellow citizens by 
serving himself. This is what the liberal authors of the eighteenth 
century had in mind when they spoke of the harmony of the rightly 
understood interests of all groups and of all individuals of the 
population. And it was this doctrine of the harmony of interests 
which the socialists opposed. They spoke of an “irreconcilable 
conflict of interests” between various groups. 

What does this mean? When Karl Marx—in the first chapter of 
the Communist Manifesto, that small pamphlet which inaugu- 
rated his socialist movement—claimed that there was an irrecon- 
cilable conflict between classes, he could not illustrate his thesis by 
any examples other than those drawn from the conditions of pre- 
capitalistic society. In precapitalistic ages, society was divided into 
hereditary status groups, which in India are called *castes.” In a 
status society a man was not, for example, born a Frenchman; he 
was born as a member of the French aristocracy or of the French 
bourgeoisie or of the French peasantry. In the greater part of the 
Middle Ages, he was simply a serf. And serfdom, in France, did not 
disappear completely until after the American Revolution. In other 
parts of Europe it disappeared even later. 

But the worst form in which serfdom existed—and continued to 
exist even after the abolition of slavery—was in the British colo- 
nies abroad. The individual inherited his status from his parents, 
and he retained it throughout his life. He transferred it to his 
children. Every group had privileges and disadvantages. The high- 
est groups had only privileges, the lowest groups only disadvan- 
tages. And there was no way a man could rid himself of the legal 
disadvantages placed upon him by his status other than by fighting 
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a political struggle against the other classes. Under such condi- 
tions, you could say that there was an “irreconcilable conflict of 
interests between the slave owners and the slaves,” because what 
the slaves wanted was to be rid of their slavery, of their quality of 
being slaves. This meant a loss, however, for the owners. There- 
fore there is no question that there had to be this irreconcilable 
conflict of interests between the members of the various classes. 

One must not forget that in those ages—in which the status 
societies were predominant in Europe, as well as in the colonies 
which the Europeans later founded in America—people did not 
consider themselves to be connected in any special way with the 
other classes of their own nation; they felt much more at one with 
the members of their own class in other countries. A French aris- 
tocrat did not look upon lower class Frenchmen as his fellow 
citizens; they were the “rabble,” which he did not like. He re- 
garded only the aristocrats of other countries—those of Italy, En- 
gland, and Germany, for instance—as his equals. 

The most visible effect of this state of affairs was the fact that the 
aristocrats all over Europe used the same language. And this lan- 
guage was French, a language which was not understood, outside 
France, by other groups of the population. The middle classes—the 
bourgeoisie—had their own language, while the lower classes—the 
peasantry—used local dialects which very often were not under- 
stood by other groups of the population. The same was true with 
regard to the way people dressed. When you travelled in 1750 from 
one country to another, you found that the upper classes, the 
aristocrats, were usually dressed in the same way all over Europe, 
and you found that the lower classes dressed differently. When you 
met someone in the street, you could see immediately—from the 
way he dressed—to which class, to which status he belonged. 

It is difficult to imagine how different these conditions were 
from present-day conditions. When I come from the United States 
to Argentina and I see a man on the street, | cannot know what his 
status is. I only assume that he is a citizen of Argentina and that he 
is not a member of some legally restricted group. This is one thing 
that capitalism has brought about. Of course, there are also dif- 
ferences within capitalism. There are differences in wealth, differ- 
ences which Marxians mistakenly consider to be equivalent to the 
old differences that existed between men in the status society. 
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Aristocratic Wealth 


The differences within a capitalist society are not the same as 
those in a socialist society. In the Middle Ages—and in many 
countries even much later—a family could be an aristocratic fam- 
ily and possess great wealth; it could be a family of dukes for 
hundreds and hundreds of years, whatever its qualities, its talents, 
its character or morals. But, under modern capitalistic conditions, 
there is what has been technically described by sociologists as 
“social mobility.” The operating principle of this social mobility, 
according to the Italian sociologist and economist Vilfredo Pareto, 
is la circulation des élites (the circulation of the elites). This 
means that there are always people who are at the top of the social 
ladder, who are wealthy, who are politically important, but these 
people—these elites—are continually changing. 

This is perfectly true in a capitalist society. It was not true for a 
precapitalistic status society. The families who were considered the 
great aristocratic families of Europe are still the same families 
today or, let us say, they are the descendants of families that were 
foremost in Europe, 800 or 1000 or more years ago. The Cape- 
tians of Bourbon—who for a very long time ruled here in Argen- 
tina—were a royal house as early as the tenth century. These kings 
ruled the territory which is known now as the Ile-de-France, ex- 
tending their reign from generation to generation. But in a capi- 
talist society, there is continuous mobility—poor people becoming 
rich and the descendants of those rich people losing their wealth 
and becoming poor. 


Wealth under Capitalism 


Today I saw in a bookshop in one of the central streets of 
Buenos Aires the biography of a businessman who was so eminent, 
so important, so characteristic of big business in the nineteenth 
century in Europe that, even in this country, far away from Eu- 
rope, the bookshop carried copies of his biography. I happen to 
know the grandson of this man. He has the same name his grand- 
father had, and he still has a right to wear the title of nobility 
which his grandfather—who started as a blacksmith—had re- 


ceived eighty years ago. Today, this grandson is a poor photogra- 
pher in New York City. 
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Other people, who were poor at the time this photographer’s 
grandfather became one of Europe’s biggest industrialists, are to- 
day captains of industry. Everyone is free to change his status. This 
is the difference between the status system and the capitalist sys- 
tem of economic freedom, in which everyone has only himself to 
blame if he does not reach the position he wants to reach. 

The most famous industrialist of the twentieth century up to 
now is Henry Ford. He started with a few hundred dollars which 
he had borrowed from his friends, and within a very short time he 
developed one of the most important big business firms of the 
world. And one can discover hundreds of such cases every day. 

Every day, the New York Times prints long notices of people 
who have died. If you read these biographies, you may come 
across the name of an eminent businessman, who started out as a 
seller of newspapers at street corners in New York. Or he started 
as an office boy, and at his death he is the president of the same 
banking firm where he started on the lowest rung of the ladder. Of 
course, not all people can attain these positions. Not all people 
want to attain them. There are people who are more interested in 
other problems and, for these people, other ways are open today 
which were not open in the days of feudal society, in the ages of 
the status society. 

The socialist system, however, forbids this fundamental free- 
dom to choose one’s own career. Under socialist conditions, there 
is only one economic authority, and it has the right to determine 
all matters concerning production. 


Central Planning 


One of the characteristic features of our day is that people use 
many names for the same thing. One synonym for socialism and 
communism is “planning.” If people speak of “planning” they 
mean, of course, central planning, which means one plan made by 
the government—one plan that prevents planning by anyone ex- 
cept the government. 

A British lady, who also is a member of the Upper House, wrote 
a book entitled Plan or No Plan, a book which was quite popular 
around the world. What does the title of her book mean? When 
she says “plan,” she means only the type of plan envisioned by 
Lenin and Stalin and their successors, the type which governs all 
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the activities of all the people of a nation. Thus, this lady means a 
central plan which excludes all the personal plans that individuals 
may have. Her title Plan or No Plan is therefore an illusion, a 
deception; the alternative is not a central plan or no plan, it is the 
total plan of a central governmental authority or freedom for 
individuals to make their own plans, to do their own planning. 
The individual plans his life, every day, changing his daily plans 
whenever he will. 

The free man plans daily for his needs; he says, for example: 
‘Yesterday I planned to work all my life in Cordoba.” Now he 
learns about better conditions in Buenos Aires and changes his 
plans, saying: “Instead of working in Cordoba, I want to go to 
Buenos Aires.” And that is what freedom means. It may be that he 
is mistaken; it may be that his going to Buenos Aires will turn out 
to have been a mistake. Conditions may have been better for him 
in Córdoba, but he himself made his plans. 

Under government planning, he is like a soldier in an army. The 
soldier in the army does not have the right to choose his garrison, 
to choose the place where he will serve. He has to obey orders. 
And the socialist system—as Karl Marx, Lenin, and all socialist 
leaders knew and admitted—is the transfer of army rule to the 
whole production system. Marx spoke of “industrial armies,” and 
Lenin called for “the organization of everything—the postoffice, 
the factory, and other industries, according to the model of the 
army.” 

Therefore, in the socialist system everything depends on the 
wisdom, the talents, and the gifts of those people who form the 
supreme authority. That which the supreme dictator—or his com- 
mittee— does not know, is not taken into account. But the knowl- 
edge which mankind has accumulated in its long history is not 
acquired by everyone; we have accumulated such an enormous 
amount of scientific and technological knowledge over the centu- 
ries that it is humanly impossible for one individual to know all 
these things, even though he be a most gifted man. 

And people are different; they are unequal. They always will be. 
There are some people who are more gifted in one subject and less 
in another one. And there are people who have the gift to find new 
paths, to change the trend of knowledge. In capitalist societies, 
technological progress and economic progress are gained through 


Ludwig von Mises / 55 


such people. If a man has an idea, he will try to find a few people 
who are clever enough to realize the value of his idea. Some cap- 
italists, who dare to look into the future, who realize the possible 
consequences of such an idea, will start to put it to work. Other 
people, at first, may say: “They are fools”; but they will stop 
saying so when they discover that this enterprise, which they called 
foolish, is flourishing, and that people are happy to buy its prod- 
ucts. 


The Buyer as Boss vs. Control by a “Planner” 


Under the Marxian system, on the other hand, the supreme 
government body must first be convinced of the value of such an 
idea before it can be pursued and developed. This can be a very 
difficult thing to do, for only the group of people at the head—or 
the supreme dictator himself—has the power to make decisions. 
And if these people—because of laziness or old age, or because 
they are not very bright and learned—are unable to grasp the 
importance of the new idea, then the new project will not be 
undertaken. 

In the United States you hear of something new, of some im- 
provement, almost every week. These are improvements that busi- 
ness has generated, because thousands and thousands of business 
people are trying day and night to find some new product which 
satisfies the consumer better or is less expensive to produce, or 
better and less expensive than the existing products. They do not 
do this out of altruism; they do it because they want to make 
money. And the effect is that you have an improvement in the 
standard of living in the United States which is almost miraculous, 
when compared with the conditions that existed fifty or a hundred 
years ago. But in Soviet Russia, where you do not have such a 
system, you do not have a comparable improvement. So those 
people who tell us that we ought to adopt the Soviet system are 
badly mistaken. 

There is something else that should be mentioned. The Ameri- 
can consumer, the individual, is both a buyer and a boss. When 
you leave a store in America, you may find a sign saying: Thank 
you for your patronage. Please come again.” But when you go into 
a shop in a totalitarian country—be it in present-day [1959] Rus- 
sia, or in Germany as it was under the regime of Hitler—the 
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shopkeeper tells you: “You have to be thankful to the great leader 
for giving you this.” 

In socialist countries, it is not the seller who has to be grateful, 
it is the buyer. The citizen is not the boss; the boss is the Central 
Committee, the Central Office. Those socialist committees and 
leaders and dictators are supreme, and the people simply have to 
obey them. 
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Markets and Morality 
by Peter J. Hill 


n terms of sheer ability to provide goods and services, most 

people would agree that capitalism wins hands down when 

compared with alternative economic systems such as socialism. 
Even so, many critics of private property and markets prefer a more 
socialistic system or at least one that places more power in the hands 
of the government. They argue that although capitalism delivers the 
goods in a material sense, it doesn’t deliver them morally. That is, 
capitalism doesn’t satisfy certain basic standards of justice. 

This article challenges that position by examining several areas 
where moral issues weigh in on the side of the marketplace. This 
is not an argument that a society based on free markets is the same 
as a moral society; people can behave morally or immorally in a 
free market system just as they can in other systems. However, 
capitalism does have a number of moral strengths that are lacking 
in other economic systems. 

Although the “market” is often considered an alternative to 
central planning or state ownership of the means of production, it 
is not a rigid institutional order like socialism or communism. What 
we call capitalism or a free-market society is a society based upon 
private property rights. Individuals may own, buy, and sell property 
(including their own labor) if they do not do so fraudulently, and 
they are free to do what they want with their property as long as 
they do not harm others. Individuals may decide to exchange their 
property with others, thereby creating a market. This market pro- 
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cess is not mandated by anybody and requires only a well-defined 
and enforced system of private property rights in order to exist. 
Inherent in capitalism is the ability to provide freedom of choice, 
encourage cooperation, provide accountability, create wealth for 
large numbers of people, and limit the exercise of excessive power. 


Freedom of Choice 


A market system assumes very little about the ideal way to 
organize economic life. Other societies may mandate cooperatives, 
or communes, or cottage industries, or they may prohibit them. But 
a system of private property offers a wide range of possible forms 
of organization. If cooperatives are desirable, they can be used; but 
other forms for organizing production are also permissible. And, in 
fact, the individual who wishes to ignore the market or construct 
alternative institutional arrangements is perfectly free to do so. 

Throughout history certain groups have chosen to operate 
largely outside the market. One such group, the Hutterites, lives in 
the northern Great Plains of the United States and Canada. The 
more than 200 Hutterite agricultural colonies have been remark- 
ably successful in maintaining their identity and expanding their 
population. Yet they are far from capitalistic. All property within 
the Hutterite colony, except the most basic personal items, is 
owned in common. All income is shared equally within the colony, 
and no wages are paid for labor. 

The Hutterites were able to establish their colonies without 
prior approval from anyone in society. No committee, government 
agency, or group of well-meaning citizens had to meet and decide 
if the Hutterite lifestyle should be allowed. The freedom to choose 
such alternatives is unique to a free-market society. 

In contrast, a centrally planned society does not grant freedom 
to those who want to engage in market transactions. It limits 
voluntary trade in the interest of some other goal, and undoubt- 
edly would constrain groups like the Hutterites if the people in 
power disliked the Hutterites’ form of organization. 


Cooperation vs. Conflict 


A free-market, private-property system usually is labeled com- 
petitive. Yet one of the major advantages of the market system is 
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that it encourages cooperation rather then mere competition. 
Competition does exist in a market-based system, but competition 
is prevalent in any society in which scarcity exists. 

In the marketplace successful competitors cooperate with, or 
satisfy, others in the society. In order to succeed in a private prop- 
erty system, individuals must offer a “better deal” than their com- 
petitors. They cannot coerce people to buy their products or ser- 
vices. They must focus their creative impulses and energy on 
figuring out ways to satisfy others. The person who does this best 
is the one who succeeds in the market. Thus, participants in a 
market economy—buyers and sellers—continually look for areas 
of agreement where they can get along, rather than concentrating 
unproductively on the areas of disagreement. 

In contrast, under a collective order, rewards frequently come 
from being as truculent and uncompromising as possible. With 
collective decision-making those in stronger political positions 
have little reason to look for areas of agreement; generally, they 
have a better chance to succeed by discrediting the opposition to 
justify their own position, compromising only when others are 
strong. 

A good example of the dissension caused by collective decision- 
making is the controversy over teaching the origins of mankind. 
School boards—which must make collective decisions—generally 
have to decide to teach either that human beings were created or 
that they evolved. Such decisions are fraught with conflict. People 
who disagree with the board’s decision march, write letters to the 
newspaper, lobby, hire lawyers, and, in general, become quite 
exercised. This is almost inevitable when highly emotional issues 
are involved since any collective decision, including one made by 
majority vote, is likely to be contrary to the wishes of a minority. 
Thus, the decision-makers are in a no-win situation. If the board 
allows creationism to be taught, evolutionists will be irate. If they 
decide to teach evolution, creationists will be outraged. | 

In contrast, consider the decision to be vegetarian or carnivo- 
rous. There are individuals who feel every bit as strongly about 
this issue as those involved in the origins-of-mankind debate. Nev- 
ertheless, there is little chance that a decision about diet will gen- 
erate public controversy. Diet is not determined by a collective 
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decision-making process, so people can interact rather peacefully 
about it. The person who believes that avoiding meat is healthier 
or morally correct can pursue such a diet without arguing with the 
meat eater. Advocates of a meat diet can find producers and gro- 
cery stores eager to satisfy their desires. In fact, vegetarians and the 
meat eaters can shop at the same stores, pushing their carts past 
each other with no conflict. It is the absence of collective decision- 
making that permits this peaceful proximity. 

The social harmony that results from a market order should be 
of great interest to those concerned with moral issues. People of 
very different cultures, values, and world views can live together 
without rancor under a system of private rights and markets. A 
market order requires only minimal agreement on personal goals 
or social end-states. 

In contrast, alternative institutional orders are more oriented 
toward centrally determined goals. The very existence of such 
orders requires a more general agreement on what is “good” for 
society. A centrally planned system not relying on willing ex- 
change of work for pay must direct individuals to labor to achieve 
certain ends, and those ends are not necessarily the same as work- 
ers or consumers would choose freely. For instance, in the Soviet 
Union very little freedom was allowed in occupational choice, and 
once one had been assigned a job it was very difficult to move to 
a different one. 

Another reason that a system based on private property rights 
encourages social harmony is that it holds people accountable for 
what they do to others. Under a private property regime, a person 
who injures another or damages another’s property is responsible 
for the damages, and courts enforce this responsibility. The mere 
knowledge that damage must be paid for leads people to act care- 
fully and responsibly. When people are accountable for their ac- 
tions, individual freedom can be allowed. 

In contrast, a centrally planned system holds individuals far less 
accountable. Although in theory the government is charged with 
enforcing people’s rights, rights in such a system are ill-defined and 
the government can and does respond to the wishes of powerful 
people with little regard for the rights or wishes of the powerless. 
Even in democracies, if government has the power to grant favors, 
powerful groups try to use the government to take what they want. 
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What they take may have been worth far more to those from whom 
it was taken. 


Zero-Sum vs. Positive-Sum Views of the World 


Many objections to private property hinge on income distribu- 
tion. Well-intentioned people often think that it is unfair for some 
to live in luxury while others have very little. I am sympathetic to 
the view that the affluent are morally obligated to share their 
wealth with those who have less. But that doesn’t mean that the 
state is the appropriate agency for such redistribution. 

A significant number of people who object to the relative posi- 
tion of the wealthy do so because of a basic misapprehension 
about where wealth comes from. They believe that those who live 
in luxury do so at the expense of others who live in poverty. In 
general this is not true. 

The world is not zero-sum. That is, the wealth of the world is 
not limited so that it has to be divided up among all, with some 
people getting more and others getting less. While wealth can be 
obtained by taking it from others, wealth also can be created by 
properly motivated human action. When that happens, wealth 
represents a net addition to the well-being of a society. The sig- 
nificant increases in per capita wealth since the Industrial Revo- 
lution have come about primarily through the creation of wealth, 
not by taking from others. 

Under a set of well-defined and enforced property rights, the 
only transactions people engage in are “positive-sum” or wealth- 
creating transactions, those that occur because all parties to the 
transaction believe they will be better off as a result. In a society 
where people have secure rights to their property, they will ex- 
change property only voluntarily, and they will do so only when 
they see the potential for improving their situation. The people 
they are dealing with will do the same—engage in transactions 
only when they expect to be better off as a result. 

A zero-sum world, where one accumulates more wealth solely 
by decreasing the wealth of others, occurs only in the absence of 
property rights. In such a world people—either by themselves as 
brigands and thieves or through the use of governmental power— 
can obtain command over resources without obtaining the consent 


of the owners of the resources. 
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Some critics argue that many market transactions are not vol- 
untary, that some people are forced by circumstances to enter into 
transactions they don’t want. For instance, they argue that an 
employer is exploiting workers by hiring them at the lowest pos- 
sible wage. Yet in a society in which people act voluntarily, with- 
out coercion, the acceptance of such an offer means that no better 
wages are available. Indeed, the employer is expanding the oppor- 
tunities for the unfortunate. A law mandating a $4.00 minimum 
wage, for example, actually decreases the opportunities for those 
whose work is worth only $2.00. 

The only way a government—as opposed to the private sector, 
which acts through voluntary giving—can help these people is to 
give them wealth that it takes from someone else. Yet the fact that 
wealth usually has been created by its owners, not taken from 
others, weakens the moral case for such redistribution. A person 
whose creative effort adds to the stock of wealth without decreasing 
the well-being of others would seem to have a moral claim to that 
new wealth. 

Moreover, under a private property system that relies on the 
market process, net additions to wealth roughly reflect how much 
one has added to the wealth of other people. In a market system, 
the only way to become wealthy is to please others, and the way 
to become very wealthy is to please the masses. Henry Ford ca- 
tered to the masses with his automobile, satisfying their need for 
relatively cheap transportation, and he became immensely 
wealthy. In contrast, Henry Royce chose to serve only those with 
high incomes by producing an expensive automobile, and he did 
not become nearly as rich. To penalize people who carry out ac- 
tions like Henry Ford’s by forcibly taking large amounts of their 
income seems perverse. 

Unfortunately, the mistaken zero-sum view of the world is quite 
prevalent. Many participants in discussions about Third World 
poverty believe that if only the wealthy nations weren’t so well off, 
the poor nations would be richer. Although it certainly is possible 
that some of the wealth of some people has been taken from others, 
this is not usually the case. And if such takings occur, the solution 
is to move to a regime that protects people’s rights to their property. 

Ironically, the view that the world is zero-sum often makes 
conditions worse. Proponents of the zero-sum view usually favor 
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large-scale political reallocation of rights. Such reallocation en- 
courages, indeed requires, that everybody enter the fray. War is 
expensive whether it occurs on the battlefield or in the halls of 
Congress. When government has the ability to hand out numerous 
favors, many citizens compete for these favors, while others lobby 
vigorously to retain their assets. Typically, the net result is less 
wealth remaining after reallocation than before reallocation. 


Power 


The gravest injustices in the history of mankind have occurred 
when some people have had excessive power over others. This 
power sometimes has been economic and at other times political, 
but in either case the ability to control others’ choices has caused 
enormous suffering. What sorts of institutions best fragment 
power and prevent some people from holding too much sway over 
the lives of others? 

This question must be answered in the context of a realistic 
understanding of how the world operates. Whatever institutional 
arrangements exist, some people will be more powerful than oth- 
ers. The relevant issue is not what set of rules keeps people from 
having any control over others, but rather what institutions best 
limit the accumulation of power. 

History is replete with examples of the misuse of coercive power 
in the hands of the state. One should therefore be suspicious of 
institutional arrangements that rely upon massive concentrations 
of power in the hands of the state, even though the explicit goal is 
to correct for injustices in the private economy. Societies without 
private property rights concentrate large amounts of power in the 
hands of a few, and that power traditionally has been badly 
abused. 

A strong case can be made for an institutional order under 
which the state enforces clearly defined rules that keep people 
from imposing costs on others without their consent, but one in 
which the state is also limited in terms of the costs it can impose 
on individuals. A society where the government is responsible for 
defining and enforcing property rights, but where its role is also 
constitutionally limited, represents a viable combination. Sucha 
system fragments power and restrains people from imposing costs 
on others without their consent. 
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A private-property, market system has much to recommend it. A 
system is more moral if it holds individuals accountable for their 
actions and encourages them to help others than if it allows them 
to impose costs on others without their consent. 

This is not to argue that a market system can serve as a replace- 
ment for a society in which people act on the basis of moral 
conscience. Individual morality certainly will enhance capitalism, 
as it would any system. Honesty, compassion, and empathy make 
our world more livable whatever the institutional arrangement. 
Capitalism is not inimical to these qualities. When alternative eco- 
nomic systems are evaluated within a moral framework, sound 
reasons emerge for favoring private property rights and markets. 
Markets and morality can serve as useful complements in main- 
taining a just society. 
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The Moral Element 
in Free Enterprise 


by F. A. Hayek 


conomic activity provides the material means for all our 

ends. At the same time, most of our individual efforts are 

directed to providing means for the ends of others in order 
that they, in turn, may provide us with the means for our ends. It 
is only because we are free in the choice of our means that we are 
also free in the choice of our ends. 

Economic freedom is thus an indispensable condition of all 
other freedom, and free enterprise both a necessary condition and 
a consequence of personal freedom. In discussing The Moral Ele- 
ment in Free Enterprise I shall therefore not confine myself to the 
problems of economic life but consider the general relations be- 
tween freedom and morals. 

By freedom in this connection I mean, in the great Anglo-Saxon 
tradition, independence of the arbitrary will of another. This is the 
classical conception of freedom under the law, a state of affairs in 
which a man may be coerced only where coercion is required by 
the general rules of law, equally applicable to all, and never by the 
discretionary decision of administrative authority. 

The relationship between this freedom and moral values is mu- 
tual and complex. I shall therefore have to confine myself to bring- 
ing out the salient points in something like telegraphic style. 

It is, on the one hand, an old discovery that morals and moral 
values will grow only in an environment of freedom, and thar, in 
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general, moral standards of people and classes are high only where 
they have long enjoyed freedom—and proportional to the amount 
of freedom they have possessed. It is also an old insight that a free 
society will work well only where free action is guided by strong 
moral beliefs, and, therefore, that we shall enjoy all the benefits of 
freedom only where freedom is already well established. To this I 
want to add that freedom, if it is to work well, requires not only 
strong moral standards but moral standards of a particular kind, 
and that it is possible in a free society for moral standards to grow 
up which, if they become general, will destroy freedom and with it 
the basis of all moral values. 


Forgotten Truths 


Before I turn to this point, which is not generally understood, I 
must briefly elaborate upon the two old truths which ought to be 
familiar but which are often forgotten. That freedom is the matrix 
required for the growth of moral values—indeed not merely one 
value among many but the source of all values—is almost self- 
evident. It is only where the individual has choice, and its inherent 
responsibility, that he has occasion to affirm existing values, to 
contribute to their further growth, and to earn moral merit. Obe- 
dience has moral value only where it is a matter of choice and not 
of coercion. It is in the order in which we rank our different ends 
that our moral sense manifests itself; and in applying the general 
rules of morals to particular situations each individual is con- 
stantly called upon to interpret and apply the general principles 
and in doing so to create particular values. 

I have no time here for showing how this has in fact brought it 
about that free societies not only have generally been law-abiding 
societies, but also in modern times have been the source of all the 
great humanitarian movements aiming at active help to the weak, 
the ill, and the oppressed. Untree societies, on the other hand, have 
as regularly developed a disrespect for the law, a callous attitude 
to suffering, and even sympathy for the malefactor. 

I must turn to the other side of the medal. It should also be 
obvious that the results of freedom must depend on the values 
which free individuals pursue. It would be impossible to assert that 
a free society will always and necessarily develop values of which 
we would approve, or even, as we shall see, that it will maintain 


values which are compatible with the preservation of freedom. All 
that we can say is that the values we hold are the product of 
freedom, that in particular the Christian values had to assert them- 
selves through men who successfully resisted coercion by govern- 
ment, and that it is to the desire to be able to follow one’s own 
moral convictions that we owe the modern safeguards of individ- 
ual freedom. Perhaps we can add to this that only societies which 
hold moral values essentially similar to our own have survived as 
free societies, while in others freedom has perished. 

All this provides strong argument why it is most important that 
a free society be based on strong moral convictions and why if we 
want to preserve freedom and morals, we should do all in our 
power to spread the appropriate moral convictions. But what I am 
mainly concerned with is the error that men must first be good 
before they can be granted freedom. 

It is true that a free society lacking a moral foundation would be 
a very unpleasant society in which to live. But it would even so be 
better than a society which is unfree and immoral; and it at least 
offers the hope of a gradual emergence of moral convictions which 
an unfree society prevents. On this point I am afraid I strongly 
disagree with John Stuart Mill, who maintained that until men 
have attained the capacity of being guided to their own improve- 
ment by conviction or persuasion, “there is nothing for them but 
implicit obedience to an Akbar or Charlemagne, if they are so 
fortunate as to find one.” Here I believe T. B. Macaulay expressed 
the much greater wisdom of an older tradition when he wrote that 
“many politicians of our time are in the habit of laying it down as 
a self-evident proposition that no people are to be free till they are 
fit to use their freedom. The maxim is worthy of the fool in the old 
story, who resolved not to go into the water till he had learned to 
swim. If men are to wait for liberty till they become wise and good, 
they may indeed wait forever.” 


Moral Considerations 


But I must now turn from what is merely the reaffirmation of 
old wisdom to more critical issues. I have said that liberty, to work 
well, requires not merely the existence of strong moral convictions 
but also the acceptance of particular moral views. By this I do not 
mean that within limits utilitarian considerations will contribute 
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to alter moral views on particular issues. Nor do I mean that, as 
Edwin Cannan expressed it, “of the two principles, Equity and 
Economy, Equity is ultimately the weaker . . . the judgment of 
mankind about what is equitable is liable to change, and . . . one 
of the forces that causes it to change is mankind’s discovery from 
time to time that what was supposed to be quite just and equitable 
in some particular matter has become, or perhaps always was, 
uneconomical.” 

This is also true and important, though it may not be a com- 
mendation to all people. I am concerned rather with some more 
general conceptions which seem to me an essential condition of a 
free society and without which it cannot survive. The two crucial 
ones seem to me the belief in individual responsibility and the 
approval as just of an arrangement by which material rewards are 
made to correspond to the value which a person’s particular ser- 
vices have to his fellow; mot to the esteem in which he is held as a 
whole person for his moral merit. 


Responsible Individuals 


I must be brief on the first point—which I find very difficult. 
Modern developments here are part of the story of the destruction 
of moral value by scientific error which has recently been my chief 
concern—and what a scholar happens to be working on at the 
moment tends to appear to him as the most important subject in 
the world. But I shall try to say what belongs here in a very few 
words. 

Free societies have always been societies in which the belief in 
individual responsibility has been strong. They have allowed in- 
dividuals to act on their knowledge and beliefs and have treated 
the results achieved as due to them. The aim was to make it 
worthwhile for people to act rationally and reasonably and to 
persuade them that what they would achieve depended chiefly on 
them. This last belief is undoubtedly not entirely correct, but it 
certainly had a wonderful effect in developing both initiative and 
circumspection. 

By a curious confusion it has come to be thought that this belief 
in individual responsibility has been refuted by growing insight 
into the manner in which events generally, and human actions in 
particular, are determined by certain classes of causes. It is prob- 
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ably true that we have gained increasing understanding of the 
kinds of circumstances which affect human action—but no more. 
We can certainly not say that a particular conscious act of any man 
is the necessary result of particular circumstances that we can 
specify—leaving out his peculiar individuality built up by the 
whole of his history. Of our generic knowledge as to how human 
action can be influenced we make use in assessing praise and 
blame—which we do for the purpose of making people behave in 
a desirable fashion. It is on this limited determinism—as much as 
our knowledge in fact justifies—that the belief in responsibility is 
based, while only a belief in some metaphysical self which stands 
outside the chain of cause and effect could justify the contention 
that it is useless to hold the individual responsible for his actions. 


The Pressure of Opinion 


Yet, crude as is the fallacy underlying the opposite and suppos- 
edly scientific view, it has had the most profound effect in destroy- 
ing the chief device which society has developed to assure decent 
conduct—the pressure of opinion making people observe the rules 
of the game. And it has ended in that Myth of Mental Illness which 
a distinguished psychiatrist, Dr. T. S. Szasz, has recently justly 
castigated in a book so titled. We have probably not yet discovered 
the best way of teaching people to live according to rules which 
make life in society for them and their fellows not too unpleasant. 
But in our present state of knowledge I am sure that we shall never 
build up a successful free society without that pressure of praise 
and blame which treats the individual as responsible for his con- 
duct and also makes him bear the consequences of even innocent 
error. 

But if it is essential for a free society that the esteem in which a 
person is held by his fellows depends on how far he lives up to the 
demand for moral law, it is also essential that material reward 
should not be determined by the opinion of his fellows of his moral 
merits but by the value which they attach to the particular services 
he renders them. This brings me to my second chief point: the 
conception of social justice which must prevail if a free society is 
to be preserved. This is the point on which the defenders of a free 
society and the advocates of a collectivist system are chiefly di- 
vided. And on this point, while the advocates of the socialist con- 
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ception of distributive justice are usually very outspoken, the up- 
holders of freedom are unnecessarily shy about stating bluntly the 
implications of their ideal. 


Why Liberty? 

The simple facts are these: We want the individual to have 
liberty because only if he can decide what to do can he also use all 
his unique combination of information, skills, and capacities 
which nobody else can fully appreciate. To enable the individual to 
fulfill his potential we must also allow him to act on his own 
estimates of the various chances and probabilities. Since we do not 
know what he knows, we cannot decide whether his decisions 
were justified; nor can we know whether his success or failure was 
due to his efforts and foresight, or to good luck. In other words, 
we must look at results, not intentions or motives, and can allow 
him to act on his own knowledge only if we also allow him to keep 
what his fellows are willing to pay him for his services, irrespective 
of whether we think this reward appropriate to the moral merit he 
has earned or the esteem in which we hold him as a person. 

Such remuneration, in accordance with the value of a man’s 
services, inevitably is often very different from what we think of 
his moral merit. This, I believe, is the chief source of the dissatis- 
faction with a free enterprise system and of the clamor for “‘dis- 
tributive justice.” It is neither honest nor effective to deny that 
there is such a discrepancy between the moral merit and esteem 
which a person may earn by his actions and, on the other hand, the 
value of the services for which we pay him. We place ourselves in 
an entirely false position if we try to gloss over this fact or to 
disguise it. Nor have we any need to do so. 


Material Rewards 


It seems to me one of the great merits of a free society that 
material reward is not dependent on whether the majority of our 
fellows like or esteem us personally. This means that, so long as we 
keep within the accepted rules, moral pressure can be brought on 
us only through the esteem of those whom we ourselves respect 
and not through the allocation of material reward by a social 
authority. It is of the essence of a free society that we should be 
materially rewarded not for doing what others order us to do, but 
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for giving them what they want. Our conduct ought certainly to be 
guided by our desire for their esteem. But we are free because the 
success of our daily efforts does not depend on whether particular 
people like us, or our principles, or our religion, or our manners 
and because we can decide whether the material reward others Ae 
prepared to pay for our services makes it worthwhile for us to 
render them. 

We seldom know whether a brilliant idea which a man suddenly 
conceives, and which may greatly benefit his fellows, is the result 
of years of effort and preparatory Investment, or whether it is a 
sudden inspiration induced by an accidental combination of 
knowledge and circumstance. But we do know that, where in a 
given instance it has been the former, it would not have been 
worthwhile to take the risk if the discoverer were not allowed to 
reap the benefit. And since we do not know how to distinguish one 
case from the other, we must also allow a man to get the gain when 
his good fortune is a matter of luck. 


The Moral Merit of a Person 


I do not wish to deny, I rather wish to emphasize, that in our 
society personal esteem and material success are much too closely 
bound together. We ought to be much more aware that if we 
regard a man as entitled to a high material reward that in itself 
does not necessarily entitle him to high esteem. And, though we 
are often confused on this point, it does not mean that his confu- 
sion is a necessary result of the free enterprise system—or that in 
general the free enterprise system is more materialistic than other 
social orders. Indeed, and this brings me to the last point I want to 
make, it seems to me in many respects considerably less so. 

In fact free enterprise has developed the only kind of society 
which, while it provides us with ample material means, if that is 
what we mainly want, still leaves the individual free to choose 
between material and nonmaterial reward. The confusion of 
which I have been speaking—between the value which a man’s 
services have to his fellows and the esteem he deserves for his 
moral merit—»may well make a free enterprise society materialistic. 
But the way to prevent this is certainly not to place the contro! of 
all material means under a single direction, to make the distribu- 
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tion of material goods the chief concern of all common effort, and 
thus to get politics and economics inextricably mixed. 


Many Bases for Judging 


It is at least possible for a free enterprise society to be in this 
respect a pluralistic society which knows no single order of rank 
but has many different principles on which esteem is based; where 
worldly success is neither the only evidence nor regarded as certain 
proof of individual merit. It may well be true that periods of a very 
rapid increase of wealth, in which many enjoy the benefits of 
wealth for the first time; tend to produce for a time a predominant 
concern with material improvement. Until the recent European 
upsurge many members of the more comfortable classes there used 
to decry as materialistic the economically more active periods to 
which they owed the material comfort which had made it easy for 
them to devote themselves to other things. 


Cultural Progress Follows 


Periods of great cultural and artistic creativity have generally 
followed, rather than coincided with, the periods of the most rapid 
increase in wealth. To my mind this shows not that a free society 
must be dominated by material concerns but rather that with free- 
dom it is the moral atmosphere in the widest sense, the values 
which people hold, which will determine the chief direction of 
their activities. Individuals as well as communities, when they feel 
that other things have become more important than material ad- 
vance, can turn to them. It is certainly not by the endeavor to make 
material reward correspond to all merit, but only by frankly rec- 
ognizing that there are other and often more important goals than 
material success, that we can guard ourselves against becoming 
too materialistic. 

Surely it is unjust to blame a system as more materialistic be- 
cause it leaves it to the individual to decide whether he prefers 
material gain to other kinds of excellence, instead of having this 
decided for him. There is indeed little merit in being idealistic if the 
provision of the material means required for these idealistic aims 
is left to somebody else. It is only where a person can himself 
choose to make a material sacrifice for a nonmaterial end that he 
deserves credit. The desire to be relieved of the choice, and of any 


need for personal sacrifice, certainly does not seem to me partic- 
ularly idealistic. 

I must say that I find the atmosphere of the advanced Welfare 
State in every sense more materialistic than that of a free enterprise 
society. If the latter gives individuals much more scope to serve 
their fellows by the pursuit of purely materialistic aims, it also 
gives them the opportunity to pursue any other aim they regard as 
more important. One must remember, however, that the pure ide- 
alism of an aim is questionable whenever the material means nec- 
essary for its fulfillment have been created by others. 


Means and Ends 


In conclusion, | want for a moment to return to the point from 
which | started. When we defend the free enterprise system we 
must always remember that it deals only with means. What we 
make of our freedom is up to us. We must not confuse efficiency 
in providing means with the purposes which they serve. A society 
which has no other standard than efficiency will indeed waste that 
efficiency. If men are to be free to use their talents to provide us 
with the means we want, we must remunerate them in accordance 
with the value these means have to us. Nevertheless, we ought to 
esteem them only in accordance with the use they make of the 
means at their disposal. 

Let us encourage usefulness to one’s fellows by all means, but let 
us not confuse it with the importance of the ends which men 
ultimately serve. It is the glory of the free enterprise system that it 
makes it at least possible that each individual, while serving his 
fellows, can do so for his own ends. But the system is itself only a 
means, and its infinite possibilities must be used in the service of 
ends which exist apart. 


9 


The Virtues of the 
Free Economy 


by Bill Anderson 


he minds of men are confused and muddled on the subject 

of economic freedom. The Western world in the last two 
centuries has been a showcase for the virtues of economic 
freedom, yet, as theologian Michael Novak points out, “Few 
themes are more common in Western intellectual history than the 
denigration of capitalism.”! George Gilder, in his perceptive 
Wealth and Poverty, notes with sadness that many who give in- 
tellectual support to free enterprise do so not because they agree 
with its ethos (which they see as morally bankrupt), but simply for 
utilitarian reasons: it creates more wealth than does collectivism.? 
Yet, if capitalism is to continue to be a vibrant part of the world 
order, it must be seen as having virtues beyond its immense pro- 
ductive capacities. Those who wish to enlist economic freedom in 
the quest for human progress, for justice, for an end to world 
hunger, for freedom itself, must see capitalism not only as an 
efficient dispensary for human greed, but basically as a conduit for 
moral actions. Capitalism is an economic way of life that can help 
promote not only material well-being, but also spiritual well-being. 
At the present time, however, many people are abandoning the 
road to economic freedom and supporting, instead, the ethos of 
collectivism as they seek values they deem worthy. But such a 
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road, Walter Lippmann wrote, “leads down to the abyss of tyr- 
anny, impoverishment and general war.” It is the purpose of this 
essay to examine this Western abandonment of capitalism and to 
show that the alternative to collectivism, the free economy, is 
indeed, a worthy and moral choice by individuals and by potions 


The Paradox of Freedom 


The free economy is a study in paradox. Persons vote against It 
at the polls and vote for it with their dollars. Collectivist govern- 
ments place it at the top of their enemies lists, yet turn to it to help 
cure their economic ills.* Clergymen denounce the capitalist spirit 
as immoral, yet the very foundation of the free market is depen- 
dent upon what Novak calls “the exercise of moral character of 
certain sorts.””5 The free market seems to have become a social 
prostitute: people of all income, education and cultural levels de- 
nounce it publicly for its alleged sins while at the same time seek- 
ing it in times of economic need. 

Perhaps this is not surprising. After all, the intellectual and legal 
basis of capitalism—that the individual is free, has the ability (and 
responsibility) to make moral choices, and has certain rights that 
cannot be preempted by his government runs counter to the deeply 
held tenets of pantheistic traditional thought that have ruled hu- 
man minds since the beginnings of civilization. At the heart of 
traditional thinking, whether it be articulated by a Plato, a Con- 
fucius, a Rousseau, a Castro or a Mao, is the contention that one’s 
identity begins not with himself but rather with his community, his 
guild, his tribe, his predetermined social class, or, in modern 
terms, his state.f 

While it is true that Christianity (and especially the legacy of 


3 Walter Lippmann, The Good Society (Boston, 1937), p. 204. 

4 Lenin’s New Economic Policy of 1923, Stalin’s introduction of differential wages and 
other “capitalist” practices in 1931, and the encouragement of small, private enterprises in 
present-day Communist China are notable examples of despotic, collectivist governments 
seeking help from the free market. 


> Novak, p. 365. . de 
ei nd the traditionalist ideals in his 1860 work Die geschichtliche Ent- 


wickelung der Nationdkonomik when he described the pantheistic views of Hindu India. 
“Above all,” wrote Kautz, “as a controlling fundamental of the entire social and economic 
theory of India can be placed the esthetics self-denial and renunciation, as 
recognition and glorification of absolute political despotism, the denial of the persona 
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Protestantism) has undermined traditional thought—and gave 
spark to the rise of capitalism—the communal ideology of pan- 
theism, with its emphasis on “aristocracy,” social order and vary- 
ing rights and privileges to be granted to persons of different 
castes, became officially mixed with the Christian religion in the 
Middle Ages. Nor did the Protestant Reformation and its resulting 
doctrines instantly change the long-held conception of “superiors” 
and “inferiors” in the social order.” 

The superiors included the clergy, the university professors, roy- 
alty, political figures and soldiers of high rank; the inferiors were 
the serfs, the merchants (who were especially distrusted) and other 
townspeople born of less than nobility. As one can imagine, such 
a “moral” order was more than popular with the upper classes, for 
along with being the natural heirs to leadership over the masses, 
they were free to impose their “superior”? values upon their sub- 
jects, and that meant sumptuary laws and thousands of rules gov- 
erning business practices.8 

The historian Arthur M. Schlesinger, Jr., certainly showed an 
affinity for the pre-capitalist structures when he wrote of mercan- 
tilist England, “Power was held to imply responsibility, and all 
classes were to be brought together in harmonious union by a 
sense of reciprocal obligation.’’? Yet, as demonstrated by the nu- 
merous peasant uprisings that periodically threatened the founda- 
tion of the feudal order, it is clear that the masses did not share 
Schlesinger’s enthusiasm for their plight. And well they did feel 
discontent; their lot was a most miserable one. The lower classes 
were as poverty-stricken then as the poorest villagers in destitute 
Third World nations today. 

The vast number of regulations restricting price, supply, man- 
ufacturing procedures and—above all—competition, served as ef- 
fective barriers to economic growth. Only the nobility could be 
wealthy; after all, believed the superiors, wealth was fixed and 


7 The Calvinistic Westminster Confession of Faith, composed 1643-1648, deals with 
the Fifth Commandment (Honor your father and mother) by extending the concept of 
parents to include social “superiors” as well. 

* For example, during the French monarchy from 1666 until 1730 the French textile 
industry faced a mountain of regulations contained in four quarto volumes of 2200 pages 
and three supplementary volumes. 


? Arthur M. Schlesinger, Jr., “Neo-Conservatism and the Class Struggle,” The Wall 
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could only be divided, not expanded. It was unthinkable for one of 
a lesser social order to gain wealth. So when it came to gaining 
riches in the old world, “the worldly order,” wrote Lippmann, 

was to be predatory.”1% Neighbor plundered neighbor, city plun- 
dered city and nations constantly plundered nations. 

It is of little wonder, then, that the aristocratic upper classes in 
post-mercantilist Europe neither appreciated nor understood the 
new capitalist economic and social revolution. After all, as one 
grasps when reading The Wealth of Nations, Adam Smith devel- 
oped the concept of Natural Liberty precisely for the benefit of the 
poor, not the rich. The aristocrats could not comprehend the fact, 
as Lippmann put it, “that the Golden Rule was economically 
sound.””*! They could not envision the self-interest of the merchant 
being freely channeled to serve others, nor could they accept the 
merchant’s gaining not only wealth but social prestige as well. The 
Industrial Revolution, in reality, was a revolution of the common 
man, and those who had once set the public agenda were left 
behind in democratic capitalism’s wake. 

And despite the vast increase of wealth and power capitalism has 
brought to the western world, and despite the great steps that have 
been made in eliminating the once-common poverty in the indus- 
trial nations, the free market is still anathema to many of those 
outside the business realm—the New Class, as Kristol calls them— 
who seek to determine the “‘social agenda.” These people are hostile 
to business, but the reason for their hatred, in my opinion, has little 
to do with social and economic inequalities that exist within our 
society. After all, the traditional societies for which many of cap- 
italism’s critics share an affinity are often wretchedly poor with 
inequality the norm. As Kristol has noted, the reason for their 
contempt of the free market is the lack of social and political power 
the liberal, individualistic capitalistic order gives to them.!2 Within 
a society that permits a free market, power lies within the market 
itself, and “is dispersed among so much of [the] population rather 
than concentrated solely in a governing elite.” 13 


'© Lippmann, p 194. 

13 Ibid. | 

12 Irving Kristol, Two Cheers for Capitalism (New York, 1978). p. 28. es 
13 Robert Heilbroner, quoted from Time, April 21, 1980, Is Capitalism Working: 


Heilbroner is an advocate of the planned society. 
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Novak, commenting upon the hostility many clergymen seem to 
hold toward capitalism, writes: 


In traditional societies, church leaders (whether in Rome or in 
Geneva) were able to impose their own values on the entire civil 
society. It is difficult for church leaders to play such a role within a 
differentiated society. Thus there is often a secret hankering, a lin- 
gering nostalgia, for a planned society that would once again per- 
mit church leaders to be in alliance with civil leaders in suffusing an 
entire society with their values. This new Constantinianism appears 
today as socialism in totalitarian states, and as statism in mixed 
economies. !4 


Democracy in the Market 


Critics of the capitalist system, especially those who might share 
the paternalistic biases of Kristol’s “New Class,” simply are not 
impressed with the democracy inherent within a market system. 
The aristocracy never had confidence in democratic institutions, 
especially during the pre-capitalist era; their descendants—though 
they may espouse a belief in democratic equality—have as little 
confidence in free choice as their forebears. For when they speak 
of equality, they talk not of a state of equality under law, but rather 
a state of equality brought about by the law. Their religion demands 
an equality of results to be administered by a governing elite. 

Such a concept of law—that it restrain some and unleash oth- 
ers—is rooted not in the spirit of equality manifest by the rise of 
19th-century liberalism, but rather in the despotic mentality of 
ancient tribalism. Therefore, the modern results of a legal system 
of equality by coercion—including progressive tax rates, transfer 
payments, housing subsidies, food stamps and other welfare pro- 
grams, or the brutal results of 20th-century collectivism reflect not 
some sort of advanced social compassion, but rather a mental leap 
backward into an age of monarchs who thought themselves cho- 
sen to rule by divine fiat.!° And such a mentality, it needs to be 
stressed, mutually excludes the liberal view of equality before the 
law. For where inequality before the law prevails, so prevails the 


'* Michael Novak, Toward a Theology of the Corporation (Washington, D.C., 1981), 
pp. 11-12. 


"2 See “Inside North Korea, Marxism's First ‘Monarchy,’ Reader's Digest, February, 
1982. 
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specter of despotism, of tyranny, of poverty, and loss of personal 
freedom. 

Henry Hazlitt, Gilder, Kristol and others have intelligently ar- 
gued that government poverty programs based on legal inequality 
actually retard potential economic gains poor persons can make. 
What they have not pointed out, however, is the link between 
today’s agenda of statism and the paternalistic ethos of ancient 
times. And it is here that nations can learn from the past, for it is 
the indisputable fact of history that legal inequality, enforced eco- 
nomic isolation (called self-sufficiency) and the throttling of the 
free market leads not to the desired ends of justice and prosperity, 
but to the reverse. It has only been the practice of free division of 
labor, free markets, and equality before the law that has led to 
freedom and economic growth. It has long been the contention of 
traditional man that he must choose between liberty and bread; 
the experience of freedom has demonstrated the opposite. Liberty 
leads to more bread, and much else besides. 

Ultimately, it is both the liberty and prosperity inherent in the 
democratic capitalist order that brings those grounded in ancient 
ideals of society to a distrust of the free market. For the liberty of 
this order permits those who once labored under the domination 
of despots to govern themselves, while the prosperity brought 
about by the free market system allows those who once were 
desperately poor to support themselves and not be dependent 
upon the paternalistic whims of the aristocracy. Lippmann once 
commented about those who seek, in effect, the older order: 


. . . the only instrument of progress in which they have faith is the 
coercive agency of government. They can imagine no alternative, 
nor can they remember how much of what they cherish as progres- 
sive has come by emancipation from political dominion, by the 
limitation of power, by the release of personal energy from author- 
ity and collective coercion.!* 


And it was Frederic Bastiat who so eloquently predicted the 
results in store for those who seek coercion under the guise of 


freedom: 


‘© Lippmann, p. 5. 
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Capital, under the impact of such a doctrine, will hide, flee, be 
destroyed. And what will become, then, of the workers, those work- 
ers for whom you profess an affection so deep and sincere but so 
unenlightened? Will they be better fed when agricultural production 
is stopped? Will they be better dressed when no one dares build a 
factory? Will they have more employment when capital will have 
disappeared?! 


Giving and Receiving 


One who gives is held in far greater esteem than one who re- 
ceives, and it is widely believed by those embracing traditional 
views that capitalism is simply the economy of receiving, that is, 
the poor labor and the rich receive. Hence the view, articulated by 
John C. Bennett, president emeritus of Union Theological Semi- 
nary, that the free economy, if not altered by forces of govern- 
ment, is “morally intolerable.” 18 

Economic freedom as demonstrated by two centuries of un- 
paralleled fiscal growth, has given those nations that practice it 
wealth that far exceeds even the richest monarchies of ancient 
times. And yet, the spirit of economic freedom is seen by critics 
as just “the unguided lust of the businessman for profit.”!9 
Schlesinger, an outspoken advocate of the planned economy, 
describes the philosophy of free enterprise as an anarchic creed of 
“everyone for himself and the devil take the hindmost.”20 And 
Ronald J . Sider, author of Rich Christians in an Age of Hunger, 
dismisses capitalistic economic growth as simply the product of 
covetousness. 


One cannot read the parable of the rich fool [in the New Testa- 
ment] without thinking of our own society. We madly multiply 
more sophisticated gadgets, larger and taller buildings and faster 
means of transportation not because such things truly enrich our 
lives but because we are driven by an obsession for more and more. 


17 Quoted in William H. Peterson, ‘Creating a ‘Negative-Sum’ Society,” Business Week. 
November 16, 1981, p. 32. 
"8 John C. Bennett, “Reaganethics,” Christianity and Crisis, December 14, 1981, p. 339. 


12 “The New Deal in Review, 1936-1940,” The New Republic, 102 (May 20, 1940), p. 
707. 


20 Schlesinger, p. 30. 
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Covetousness—a striving for more and more material posses- 
sions—has become a cardinal vice of Western civilization.21 


Such charges—and they are legion—bring one to ask obvious 
questions, and they are: Have the vast improvements in the ma- 
terial quality of life, life-saving drugs, mass education, the elimi- 
nation of famine, the breaking down of structures that once en- 
slaved persons of little means, and the concept of individual liberty 
arisen simply from greed, from covetousness, from the desire to 
harm one's neighbor? Have the economic gains made in the past 
two hundred years by the descendants of those once legally bound 
as serfs been simply a moral blight on history? 

I leave the reader of this essay to answer those questions for 
himself. But my point is this: Capitalism has brought vast eco- 
nomic improvements to nations practicing it; that is not in dispute. 
However, if the free market order is seen by a majority of men— 
and especially those who have the power to set social agendas—as 
a license for greed, decadence, and moral bankruptcy, then nations 
will continue their slide toward collectivism and statism and what 
is left of the free market will disappear into the dishonesty, graft 
and bribery that is the black market.22 

In establishing moral criteria for judging capitalism, I believe the 
free market must pass two tests. First, it must be consistent with 
the principles of the time-honored Golden Rule; second, the soci- 
ety that produces the capitalist system must be a moral one that 
measures up to certain moral principles. 


Living by the Golden Rule 


In a predatory economy, the Golden Rule, “Do unto others as 
you would have them do unto you,” cannot be practiced easily. If 
wealth can be gained only by extraction, then it seems logical to 
assume that one cannot become rich and simultaneously live by 
the Golden Rule. Either one steals (and no one likes to be called a 
thief) or one is poor (which demonstrates why poverty has been 
held in such esteem in traditional religious thought. Traditional 


2! Ronald J. Sider, Rich Christians in an Age of Hunger (Downers Grove, Illinois, 1977), 
p. 123. S > : 7 
22 For in-depth looks into how a state strangled economy invites black market activity, 
read Antonio Martino, “Measuring Italy’s Underground Economy, Policy Review (Spring, 
1981), and Ken Adelman’s description of black market corruption in socialist Tanzania in 
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thinking dictates that a society governed by the Golden Rule be 
poor; it is not difficult to understand, then, why a mind governed 
by such ideas would interpret the capitalist society as rapacious. 

But, as Lippmann, Mises, Gilder and others have articulated, the 
prosperity of the free market order has developed not as the result 
of theft, but rather by the forces of mutual cooperation and trust 
between individuals. Lippmann’s thesis of The Good Society was 
that a moral, cooperative society could come about only by the 
practice of free market principles. He wrote: 


All of this [Western prosperity] did not happen by some sort of 
spontaneous enlightenment and upsurge of good will. The charac- 
ters of men were not suddenly altered. . . . For the first time in 
human history men had come upon a way of producing wealth in 
which the good fortune of others multiplied their own. It was a 
great moment, for example, in the long history of conquest, rapine, 
and oppression when David Hume could say (1742)... “I shall 
therefore venture to acknowledge, that, not only as a man, but as a 
British subject, I pray for the flourishing commerce of Germany, 
Spain, Italy, and even France itself.” It had not occurred to many 
men before that the Golden Rule was economically sound.23 


For one to gain wealth in the capitalistic system, notes Gilder, 
one must first give, not receive. “The gifts of advanced capitalism 
in a monetary economy are called investments. . . . The gifts will 
succeed only to the extent that they are altruistic and spring from 
an understanding of the needs of others.”24 Wrote Mises: 


Wealth can be acquired only by serving the consumers. The capi- 
talists lose their funds as soon as they fail to invest them in those 
lines in which they satisfy best the demands of the public.25 


Within such a system of freedom, one is rewarded only if his 
neighbor is also rewarded. “A” profits only when voluntary choice 
prevails—by giving “B” either a product or a service which “B” 
feels will meet his needs or desires.26 If this interaction were to 
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cease, the intricate web of cooperation that supports the capitalist 
system would quickly break down. Retailers would not sell if they 
could not trust their producers; consumers would not buy if they 
had no confidence in the products and services available. Invest- 
ment would not be possible if those with the means to save and 
invest had neither confidence in nor concern for the future. 

As demonstrated by Leonard Read in his 1958 article S 
Pencil,” even the basic products made within the capitalist system 
involve the cooperation of thousands of persons, even persons 
who by sight or creed might hate each other. Such is the power of 
the free market. It is no coincidence, then, as Hans Sennholz points 
out, that the capitalist 19th Century—so condemned by its critics 
as a hundred years of exploitation—was the most peaceful century 
in human history.27 


The Moral Foundations 


When Adam Smith in 1776 laid out his thesis in The Wealth of 
Nations, he envisioned the free market order to arise not from a 
people controlled by avarice, greed and ill-will, but rather from a 
society in which moral values were considered to be important, 
where creativity, sympathy, thrift and the postponing of present 
gratification for future reward were upheld as virtuous. Such an 
order had already arisen in Puritan New England, where the vir- 
tues so vital to the establishment of a growing free market had 
become the basis of the region that gave birth to Yankee Ingenuity. 


Puritanism gave the pursuit of such interests (work, thrift and 
enterprise) divine sanction and showed that this working of divine 
will through an individual’s daily work could be advantageous to 
society at large. . . . It was because the Puritan . . . was satisfied to 
postpone or delay his gratification, that capital accumulation was 
made possible and that investment leading to new kinds of produc- 
tivity emerged.28 


Conversely, one might add, the societies which are predatory and 
show little of the moral virtues as have been described, are also 


must “choose,” then, whatever the state gives them. Under these conditions, however, a 
products and services usually leave much to be desired and the result is a bullied, dissatisfie 
customer. 
27 Hans F. Sennholz, “Welfare States at War,” The Freeman (January, 1981). a 
28 James T. Laney, “The Other Adam Smith,” Economic Review, October, 1981, p. 28. 
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societies that show little or no economic promise. For as Novak has 
so eloquently stated, capitalism is not the end result of materialism. 
Rather, materialism—that is, the insatiable desire for instant ma- 
terial gratification—works against the free market. He notes: 


Sustained economic growth does not consist solely in material 
abundance; it springs from and it continues to demand the exercise 
of moral character of certain sorts. Should such character disap- 
pear, so would sustained economic growth. A hedonistic, narcis- 
sistic culture is not likely to invest in its own future or to make the 
necessary sacrifices for its own posterity.?? 


Outstanding Economic Growth a Consequence of Freedom 


Despite the fact that breathtaking economic growth has oc- 
curred for more than 200 years, those two centuries, when placed 
in the context of the millennia of human history, are but a blink of 
an eye. The rise in the living standards of men once destined to live 
in squalor and oppression has come perhaps too quickly for most 
who have participated in or have been caught up in the capitalist 
order. Men have profited greatly from the free economy, but few 
have ever understood why this sudden increase in prosperity even 
occurred. Thus, men, who are inclined to follow the traditional 
philosophies so firmly etched in their minds, easily fall prey to 
those who would offer them coercion and collectivism as the road 
to an even better life. 

But the genie of freedom has been allowed to escape, and men, 
even while not understanding fully how freedom has given them 
economic opportunity, still have tasted of its fruits. Because of the 
phenomenon of individual freedom, the shackles that bound the 
serfs—and even their oppressive monarchs—in the precapitalist 
era have, at least, been discarded temporarily. Therefore, men can 
dream of a better life where their ancestors could only accept the 
poverty of their day. 

The experience of the free economy leaves one both optimistic 
and pessimistic at the same time. One is optimistic, because it has 
been demonstrated for 200 years that freedom works, brings a 


>” Novak, “The Economic System: The Evangelical Basis of a Social Market Economy,” 
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better life to all, and is not a force to be feared. But one is also 
pessimistic, because so many have failed to understand the virtues 
of the free economy and, therefore, turn to collectivism and stat- 
ism in hopes that coercion will allow them to fulfill their dreams. 

The free economy allows men to be virtuous, to practice trust 
and honesty and be rewarded for it, to provide a good life for their 
fellows, to help rid the world of plagues, hunger and other blights 
that prey upon the weakest of those in our midst. It promotes 
cooperation instead of conflict; it encourages peace instead of war. 

When Lippmann exhorted his peers to turn from the drive to 
statism in the 1930s, he was jeered and declared by many of his 
fellow “liberals” to be a “reactionary.” And, yet, many of his 
insights were correct, many of his predictions of coming wars 
accurate. They are true today as well. 

The message of Lippmann, and the message 200 years of liberty 
has proclaimed is this: the Good Society, one in which men can 
strive for justice, virtue and a better life for all can come about 
only by the practice which “preserves and strives to perfect the 
freedom of the market.”30 

This is not a utopian dream, for those who believe in utopia 
believe also that man can be coerced into perfection. I cannot 
accept the idea that somehow man in the world as we know it will 
lose his willingness to sin. But while man is in his imperfect state, 
the free economy will help him to create a more prosperous, 4 
more tolerant, a more just, and a more virtuous world. 


10 Lippmann, p. 207. 
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Think Twice Before You 
Disparage Capitalism 
by Perry E. Gresham 


around among the chickens. This lampoon of capital- 

ism came from a Canadian politician. The word “‘cap- 
italism”’ has fallen into disrepute. It is associated with other pejo- 
rative terms such as ““fat cat,” “big business,” ‘‘military-industrial 
complex,” “greedy industrialists,” “standpatters,” “reaction- 
aries,” and “property values without regard to human values.” 
Many serious scholars look on capitalism as a transitional system 
between late feudalism and inevitable socialism. 

Adam Smith has been associated with the word “‘capitalism” 
even though he did not use the term. He did not so much as refer 
to capital by that name, but used the word “‘stock” to describe 
what we call capital. Karl Marx wrote in response to Adam 
Smith’s Wealth of Nations and called his great work Das Kapital. 
There was disparagement and scorn—even hate—for the ideas of 
the free market economy. The term capitalism has been less than 
appealing to many people since that time even though they know 
little about the contents of the Marx benchmark in political econ- 
omy. 

Some political economists who cherish individual liberty and the 
free market have suggested that a new name be found to describe 
economic liberty and individual responsibility. Until a new name 
appears, however, the thoughtful person does well to think twice 


CE | verybody for himself,” said the elephant as he danced 
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before he disparages the market economy with all of its implica- 
tions implied by the term capitalism since there is now no ready 
alternative available for reasonable discourse. 


Is the System Outmoded? 


Many thoughtful citizens of America think of capitalism as a 
quaint and vanishing vestige of our Yankee industrial beginnings. 
With burgeoning population, urbanization and industrialization, 
they argue, capitalism disappears. They are not quite ready to 
embrace socialism, but they heartily approve government planning 
and intervention. John Kenneth Galbraith, articulate spokesman 
for the liberal establishment, calls for the open acclaim of a new 
socialism which he believes to be both imminent and necessary. 
“The new socialism allows of no acceptable alternatives; it cannot 
be escaped except at the price of grave discomfort, considerable 
social disorder and, on occasion, lethal damage to health and 
well-being. The new socialism is not ideological; it is compelled by 
circumstance. ! 

At first blush, the Marxian assumption of economic determin- 
ism is quite plausible, but I do not believe it can stand up to the 
scrutiny of experience. My study of history leads me to assume 
with many of my thoughtful colleagues that free people can, 
within certain limits, choose their own systems of political econ- 
omy. This is precisely what happened in West Germany at the time 
of Ludwig Erhard. The Germans chose capitalism rather than the 
socialism recommended by many American, British, and Conti- 
nental economists and politicians. It is my opinion that Americans 
can and should call for a renewal of capitalism rather than a new 
socialism. . 

Capitalism has been neither understood nor sympathetically 
considered by most contemporary Americans. Capitalism is a rad- 
ical and appealing system of political economy which needs a new 
and favorable review. The new socialism has never been tried. The 
old socialism is not very inviting. Consider Russia, China, Cuba, 
Chile, and now [i.e., 1977] Britain. Capitalism has been tried with 
the most amazing success in all history. What is the nature of a 


' John Kenneth Galbraith, Economics and the Public Purpose (Boston: Houghton Mif- 
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political and economic system which has made the poor people of 
America more prosperous than the rich of many countries oper- 
ating under State control? Here are my paragraphs in praise of 
capitalism. They are somewhat lyrical but groundec in fact and 
open to review. 


An Enviable Record 


Capitalism is the one system of political economy which works, 
has worked and, given a chance, will continue to work. The al- 
ternative system is socialism. Socialism is seductive in theory, but 
tends toward tyranny and serfdom in practice. 

Capitalism was not born with The Wealth of Nations, nor will 
it die with Das Kapital. It is as old as history and as new as a paper 
route for a small boy. Capitalism is a point of view and a way of 
life. Its principles apply whether or not they are understood, ap- 
proved and cherished. 

Capitalism is no relic of Colonial America. It has the genius of 
freedom to change with the times and to meet the challenges of big 
industries, big unions, and big government if it can free itself from 
the restraints of interest-group intervention which eventuates in 
needless government expansion and spending. Let the market 
work, and the ambition of each individual will serve the common 
good of society. 

Capitalism is an economic system which believes with Locke 
and Jefferson that life, liberty, and property are among the inalien- 
able rights of man. 

Capitalism denies the banal dichotomy between property values 
and human values. Property values are human values. Imagine the 
disjunction when it is applied to a person with a mechanical limb 
or a cardiac pacemaker. The workman with his tools and the 
farmer with his land are almost as dramatic in the exemplification 
of the identity between a person and his property. 

Capitalism is belief in man—an assumption that prosperity and 
happiness are best achieved when each person lives by his own will 
and his own intelligence. Each person is a responsible citizen. 


Limited Government 


Capitalism recognizes the potential tyranny of any government. 
The government is made for man, not man for the government. 


Therefore, government should be limited in size and function, lest 
free individuals lose their identity and become wards of the State. 
Frederic Bastiat has called the State a “great fiction wherein ev- 
erybody tries to live at the expense of everybody else.” 

Capitalism denies the naive and mystic faith in the State to 
control wages and prices. A fair price is the amount agreed upon 
by the buyer and seller. Competition in a free market is far more 
trustworthy than any government administrator. The government 
is a worthy defense against force and fraud, but the market is 
much better at protecting against monopoly, inflation, soaring 
prices, depressed wages and the problems of scarcity. Capitalism 
works to the advantage of consumer and worker alike. 

Capitalism denies the right of government to take the property 
of a private citizen at will, or to tax away his livelihood at will, or 
to tell him when and where he must work or how and where he 
must live. Capitalism is built on the firm foundation of individual 
liberty. 

Capitalism believes that every person deserves an opportunity. 
“All men are created equal” in terms of opportunity, but people 
are not equal—nor should they be. How dull a world in which 
nobody could outrun anybody! Competition is a good thing no 
matter how much people try to avoid it. Equality and liberty are 
contradictory. Capitalism chooses liberty! 


Equality of Opportunity 


Capitalism gives a poor person an opportunity to become rich. 
It does not lock people into the condition of poverty. It calls on 
every individual to help his neighbor, but not to pauperize him 
with making him dependent. Independence for every person Is the 
capitalist ideal. 

When a person contracts to work for a day, a week, or a month 
before he is paid, he is practicing capitalism. It is a series of con- 
tracts for transactions to be completed in the future. Capitalism is 
promise and fulfillment. 

Capitalism offers full employment to those who wish to work. 
The worker is free to accept a job at any wage he can get. He can 
join with his fellows in voluntary association to improve his salary 
and working conditions. He can change jobs or start his own 
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business. He relies on his ability to perform rather than on the 
coercive power of the State to force his employment. 

Capitalism is color-blind. Black, brown, yellow, red and white 
are alike in the marketplace. A person is regarded for his ability 
rather than his race. Economic rewards in the marketplace, like 
honor and acclaim on the playing field, are proportionate to per- 
formance. The person who has the most skill, ability and ingenuity 
to produce is paid accordingly by the people who value and need 
his goods and services. 


Trust in the Market 


Capitalism is a belief that nobody is wise enough and knows 
enough to control the lives of other people. When each person 
buys, sells, consumes, produces, saves, and spends at will, what 
Leonard Read calls “the miracle of the market” enables everyone 
to benefit. 

Capitalism respects the market as the only effective and fair 
means of allocating scarce goods. A free market responds to short- 
ages and spurs production by rising prices. Arbitrary controls 
merely accept and keep the shortages. When rising prices inspire 
human ingenuity to invent and produce, the goods return and 
prices fall. 

Nobody knows enough to build an airplane or a computer, but 
hundreds of people working together perform these amazing acts 
of creation. This is the notable human achievement which Adam 
Smith called “The Division of Labor.” 

Capitalism derives its name from the fact that capital is essential 
to the success of any venture whether it involves an individual, a 
corporation, or a nation-state. Capital is formed by thrift. The 
person who accumulates capital is personally rewarded and, at the 
same time, is a public benefactor. 

Capitalism makes every person a trustee of what he has. It 
appoints him general manager of his own life and property, and it 
holds him responsible for that trusteeship. 


Church and Family Ties 


Capitalism is a natural ally of religion. The Judeo-Christian 
doctrines of stewardship and vocation are reflected in a free mar- 
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ket economy. Churches and Synagogues can be free and thriving 
with capitalism. When the churches falter, the moral strength of 
capitalism is diminished. 

Capitalism depends on the family for much of its social and 
moral strength. When the family disintegrates, the capitalist order 
falls into confusion and disarray. The motive power for the pursuit 
of life, liberty, and property is in the filial and parental love of a 
home with its dimensions of ancestry and posterity. 

Capitalism enables entrepreneurs to be free people, taking their 
own risks and collecting their own rewards. 

Work is a privilege and a virtue under capitalism. Leisure is 
honored, but idleness is suspect. The idea that work is a scourge 
and a curse has no place in the climate of capitalism. 

Capitalism holds profits derived from risk and investment to be 
as honorable as wages or rent. Dividends paid to those who invest 
capital in an enterprise are as worthy as interest paid to a depositor 
in a savings bank. The idea abroad that risk capital is unproduc- 
tive is patently false. 


The Voluntary Way 


Capitalism honors and promotes charity and virtue. True char- 
ity cannot be compelled. Universities, hospitals, social agencies, 
are more satisfactory and more fun when they derive from volun- 
tary support. Money taken by force and bestowed by formula is no 
gift. 

The consumer is sovereign under capitalism. No bureaucrat, 
marketing expert, advertiser, politician, or self-appointed protec- 
tor can tell him what to buy, sell, or make. 

Capitalism encourages invention, innovation and technological 
advance. Creativity cannot be legislated. Only free people can 
bring significant discovery to society. Thomas A. Edison was not 
commissioned by the government. | | 

The concept of free and private enterprise applies to learning 
and living as well as to the production of goods and services. When 
a student learns anything it is his own. Nobody, let alone a state, 
ever taught anybody anything. The State can compel conformity of 
a sort, but genuine learning is an individual matter—an act of free 


enterprise and discovery. 
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Respect for the Individual 


Capitalism honors the liberty and dignity of every person. The 
private citizen is not regarded as a stupid dupe to every crook and 
con man. He is regarded as a free citizen under God and under the 
law—able to make his own choices; not a ward of the State who 
must be protected by his self-appointed superiors who administer 
government offices. 

Capitalism is a system which distributes power to the worker, 
the young, the consumer and the disadvantaged by offering free- 
dom for voluntary organization, dissent, change, choice and po- 
litical preference, without hindrance from the police power of 
government. 

The renewal of capitalism could be the renewal of America; 
nothing could be more radical, more timely, or more beneficial to 
the responsible and trustworthy common people who are now 
beguiled by the soft and seductive promises of the new socialism. 

No political and economic system is perfect. Plato’s Republic 
was in heaven—not on earth. If people were all generous and good, 
any system would work. Since people are self-centered, they are 
more free and happy in a system which allows the avarice and 
aggressiveness of each to serve the best interest of all. Capitalism 
is such a system. It is modestly effective even in chains. The time 
has come for daring people to release it and let us once more startle 
the world with the initiative and productivity of free people! 

Some of my academic colleagues will deny, dispute, or scorn the 
foregoing laudatory comments about capitalism. They will say 
that socialism benefits the poor, the young, the consumer, the 
minorities, and that capitalism protects the rich and the powerful. 
When discussion is joined, however, they will argue in terms of 
politics rather than economics, ideology rather than empirical ev- 
idence, and they will accuse me of doing the same. When the most 
persuasive case is produced, it will not convince. Political opinions 
are not changed by rational argument. 


A Call for Renewal 


Those who have socialist ideological preferences are merely an- 
noyed to arrogance and disdain by such honest appreciation of 
capitalism as I have presented. Those scholars, however, who like 
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Ludwig von Mises, Friedrich Hayek, and Milton Friedman have 
explored the relevance of capitalism to our present predicament, 
will join in the call for renewal of a system that works. Those who, 
like the late Joseph Schumpeter, have watched the apparently re- 
lentless disintegration of capitalism, and have concluded that so- 
cialism will work, albeit with painful disadvantages, will heave a 
long, sad sigh of regret at the passing of the happy and prosperous 
capitalist way of life. They will, as people must, accept what ap- 
pears from their perspective inevitable, and try to make the best of 
the gray and level life of socialism. 

Schumpeter, however, was no defeatist. He was a perceptive 
analyst of human affairs. In the preface to the second edition of his 
magnum opus he wrote, “This, finally, leads to the charge of 
‘defeatism.’ I deny entirely that this term is applicable to a piece of 
analysis. Defeatism denotes a certain psychic state that has mean- 
ing only in reference to action. Facts in themselves and inferences 
from them can never be defeatist or the opposite whatever that 
might be. The report that a given ship is sinking is not defeatist. 
Only the spirit in which this report is received can be defeatist: The 
crew can sit down and drink. But it can also rush to the pumps.’” 

Friends of liberty, to the pumps! 

Those who love liberty more than equality, those who are un- 
easy with unlimited government, those who have faith in man’s 
ability to shape his own destiny, those who have marveled at the 
miracle of the market will join me in this call for renewal of this 
simple, reasonable, versatile and open system of capitalism which 
has worked, is working, and will work if freed from the fetters of 
limitless state intervention. The choice, I believe, is ours. The al- 
ternative is the stifling sovereign state. 


2 Joseph Schumpeter, Capitalism, Socialism and Democracy (New York: Harper and 
Row, 1950), p. x1. 
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The Ugly Market 
by Israel M. Kirzner 


ne of the most intriguing paradoxes surrounding modern 

capitalism is the hate, the fear, and the contempt with 

which it is commonly regarded. Every ill in contemporary 
society is invariably blamed on business, on the pursuit of private 
profit, on the institution of private ownership. Those who have 
pierced the shrouds of hate and ignorance with which the critics of 
the market have enveloped it, inevitably come to ask themselves 
why so valuable a social institution is held in such universal con- 
tempt and dislike. The question is one which has a scientific fas- 
cination of its own. But the question has significance extending far 
beyond mere scientific curiosity. As Mises pointed out, “A social 
system, however beneficial, cannot work if it is not supported by 
public opinion.”! 

Those who are convinced that the market system is uniquely 
capable of mobilizing and developing the resources available to a 
society in a manner able most faithfully to reflect the wishes of its 
members, while it protects and nourishes their political and eco- 
nomic liberties, have for a long time been aware of the unfortunate 
validity of this statement. The ability of the market to serve society 
has been and is continually being undermined by the attacks lev- 
elled by its ideological opponents and by the powerlessness of the 
public to withstand these attacks. Public opinion has come to be 
moulded in a direction overwhelmingly antithetical to a market 
orientation. The “anti-capitalist mentality” has come to pervade 
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the thinking of the masses who are the market’s chief beneficiaries, 
of the intellectuals and social scientists who might have been ex- 
pected to be its principal interpreters and exponents, as well as of 
the entrepreneurs and business leaders who constitute its pivotal 
instruments. It is surely a tribute to the extraordinary vitality and 
power of the market system that in the face of such deep mistrust, 
and in the teeth of massive and well-nigh crippling state interven- 
tions ( deriving largely from this anticapitalist mentality), the sys- 
tem still continues to support an enormously complex division of 
labor and to generate an unprecedentedly high flow of goods and 
services. How long this can be continued in the face of widespread 
lack of confidence in the efficiency and morality of the system, 
must seriously trouble those concerned for the very survival of the 
system. 

An understanding of the nature and sources of this anti-capi- 
talist mentality is, therefore, crucially important. If this mentality 
is to be dispelled, its principal features must be clearly pointed out, 
and its sources identified. A number of scholars have addressed 
themselves to this task. A series of papers by various writers was 
published under the editorship of Hayek two decades ago,? draw- 
ing attention to the anti-capitalist bias of historians, and relating 
this to the hostility towards the early emergence of capitalism in 
the eighteenth and nineteenth centuries evinced at the time by the 
aristocracy and the intellectuals. Almost four decades ago Hutt? 
brilliantly analyzed the causes, not so much of the existence of the 
anti-capitalist mentality itself, as of the surprising inability of the 
economists to influence public opinion towards an appreciation of 
the beneficent operation of the competitive market process. More 
recently both Mises‘ and Stigler’ have sought to explain the emer- 
gence of the strong antipathies shown towards the market system 
by so many, including the intellectuals who might have been ex- 
pected to be its most enthusiastic supporters. Historians of eco- 
nomic thought have, and no doubt will, chart the vagaries in the 
attitudes of economists themselves towards the social usefulness of 
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a decentralized system of decision-making based on private prop- 
erty. 

The following discussion of the anti-capitalist mentality will 
attempt to identify three distinct levels at which this mentality 
demands analysis: First, we will notice the objections explicitly 
raised by the critics of capitalism. It is through these charges, 
criticisms and denunciations that the anti-capitalist mentality finds 
overt expression. Second, we will identify the analytical premises 
which inform (or misinform) the stated criticisms expressive of the 
anti-capitalist mentality. Any attempt to respond to the criticism 
raised at the first level must sooner or later search out the weak- 
nesses of the analytical bases—at the second level—for these crit- 
icisms. Third, we will take note of the deeper attitudes which have 
inspired the various forms of anti-capitalist mentality. Whatever 
the stated, specific denunciations of capitalism, whatever the er- 
rors in economic analysis which are implicit in these denuncia- 
tions, a thorough understanding of the anti-capitalist mentality 
cannot avoid ultimately coming to grips with the deep-seated prej- 
udices and engrained habits of thought which are, both con- 
sciously and unconsciously, responsible for the antipathy shown to 
the market system. We will now take up in turn the three levels 
which we have identified. 


The Stated Criticisms 


The list of denunciations of the market system is both well- 
known and long. They range from those which condemn the sys- 
tem on moral grounds to those which attack it on more narrowly 
economic grounds. We will make no attempt to do more than 
merely recite this list. It is not our main purpose here to grapple 
with these criticisms. Rather we list them to indicate the range of 
expression of the anti-capitalist mentality, and more importantly, 
to distinguish these stated criticisms sharply from their theoretical 
underpinnings, and from the unstated attitudes to which they are, 
in large measure, to be ascribed. 

The market system is indicted as feeding and responsible for the 
materialistic aspects of modern society. It is blamed as promoting 
and permitting the expression of selfishness and greed. It is charged 
with encouraging fraudulent behavior. It is denounced as debasing 
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the tastes of the public through advertising, fraudulent or other- 
wise, leading them to demand products and services which are in 
fact harmful and degenerating. The system is held accountable for 
the destruction of the environment. It is denounced for destroying 
the self-esteem of its workers, for generating profound alienation, 
despondency and despair within society, as well as for widespread 
insecurity and anxieties. The inequality in incomes which charac- 
terizes capitalist countries is denounced as evil in itself and socially 
deleterious in its consequences. This inequality is condemned as 
exemplifying the fundamental injustice of the market system; it is 
perceived as expressive of economic Oppression and exploitation. 
The market system is made to shoulder responsibility for racism, 
for sexism, for imperialism. The market is given failing grades in 
its strictly economic functions. It is seen as producing shoddy, 
dangerous products for the profit of the businessman rather than 
for the use of the consumer. It is seen as generating cataclysmic 
spasms of overproduction, unemployment and monetary crisis. It 
is seen as subverting the operation of political democracy. It is 
blamed for the corruption of government and for the concentra- 
tions of dangerous centers of economic power in big business. 

No doubt this list is an incomplete one. But it does present the 
range of anti-capitalist clichés with which we are all familiar. 
Sooner or later the anti-capitalist mentality expresses itself in one 
or several of these charges, denunciations and criticisms. 

Before reviewing the theoretical bases for these criticisms, it is 
Important that one observation be made. This is that while in most 
cases these denunciations can be sustained only in the context of 
particular theoretical views (so that the revelation of fallacies in 
these views renders these objections harmless) the objections them- 
selves are usually raised without benefit of any explicit theoretical 
framework. An undesirable aspect of capitalist reality is observed, 
whether it is the prevalence of fraud or unemployment, or racism, 
or greed. This aspect is then uncritically attributed to capitalism 
itself. The circumstance that, in the nature of things, undesirable 
features of capitalist reality—or, for that matter, of any reality— 
abound, must in some measure account for the continual reap- 
pearance of old denunciations of capitalism in new guises despite 


their earlier refutations. 
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Anti-Capitalist Theory—The Stigler-Zweig Thesis 


We now turn, then, to examine the theoretical bases which 
nourish the overt denunciations of the market system listed in the 
preceding section. In this we confine ourselves to those (often 
merely implicit) views of anti-capitalists which seem most clearly 
vulnerable to critical scrutiny. It is not, to repeat, our purpose here 
substantively to deal with the objections listed in the preceding 
section. Nor, in fact, do we necessarily maintain that each and every 
one of these objections is entirely without force. But in examining 
the analytical “vision” expressed by the anti-capitalist mentality, 
we find it expedient to draw attention only to those aspects of it 
which, we believe, dispassionate consideration reveals to be flawed. 
In fact our purpose in setting forth the theoretical underpinnings of 
anti-capitalism is to illustrate what may be termed the Stigler-Zweig 
thesis. 

This thesis is that the traditional training of the professional 
economist predisposes him towards a free enterprise view on eco- 
nomic affairs. This thesis has support from more than one quarter 
within the ideological spectrum. In a well-known paper a dozen 
years ago, Stigler advanced this thesis: “‘the professional study of 
economics makes one politically conservative” (with a “‘conser- 
vative” defined as one “who wishes most economic activity to be 
conducted by private enterprise, and who believes that abuses of 
private power will usually be checked, and incitements to effi- 
ciency and progress usually provided, by the forces of compe- 
tition””)$. More recently Michael Zweig has expressed, on behalf 
of the New Left, the similar view long held by socialist critics 
of orthodox economics: that marginalist analysis (with which 
orthodox economics is held to be completely identified) is not 
only “irrelevant,” but that it can be “pernicious,” so that ““mar- 
ginalism is fundamentally counterrevolutionary.”” In an essay in- 
troducing a volume of readings which includes many contri- 
butions from both the New and Old Left, Lekachman, too, has 
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registered his opinion that marginalism is “a highly conservative 
notion.’’8 

Our survey of the theoretical groundwork of the anti-capitalist 
mentality will confirm this thesis. We will discover, that is, that 
this theoretical vision is inconsistent (to say the least) with that 
which underlies economic analysis. So that this level of discussion 
of the anti-capitalist mentality must perceive it, as Mises has in- 
sisted again and again, as the denial of economic science. 

It is to be observed that the Stigler-Zweig thesis, or a variant of 
it, is relevant not only to the theoretical bases for these anti-cap- 
italist objections which are strictly economic in character, but also 
to those which underlie the denunciations concerned with the mo- 
rality of the market system. The habits of thought engendered by 
economic analysis enable one to avoid ethical judgments which are 
mutually inconsistent or which otherwise rest on logically invalid 
foundations. 

If the preceding section consisted of a list of well-worn denun- 
ciations of capitalism, the following pages will turn out to offer a 
catalogue of those fallacies which teachers of introductory eco- 
nomic theory find themselves again and again forced to unmask. 

(a) One man’s gain must be another’s loss: Innocence of eco- 
nomics is often most clearly manifested by the refusal to recognize 
that free exchange must have been viewed as (at least prospec- 
tively) beneficial by both sides to the deal. The error of insisting 
that gain in the market must be at someone else’s expense is re- 
sponsible for a wide range of denunciations of the market. These 
include charges of exploitation of sellers by buyers (as in the case 
of labor), and of exploitation of buyers by sellers (as in the case of 
landlord relations). This error is responsible for the perennial will- 
ingness of critics of capitalism to prohibit exchanges in which they 
perceive one of the parties to be receiving inordinate benefit. The 
error is, further, one of the foundations for the condemnation of 
profits in general, and thus of the entire market system insofar as 
it is the social manifestation of the profit motive. 

(b) Blaming the waiter for obesity: Failure to perceive the degree 
to which the notion of consumer sovereignty manifests itself in the 
market is responsible for what Stigler has called blaming the 
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waiter for obesity. In the most naive forms of this fallacy, the 
market system is condemned for the efficiency and abundance 
with which it ministers to consumer tastes which the critic does 
not share. To a large degree the condemnation of capitalism for 
“materialism” reflects this aberration. (One recalls that not only 
the market has been condemned for its materialism, but econo- 
mists have been denounced for their interest in such a debased 
topic as the material side of human existence.) To some degree the 
condemnation of business for producing shoddy or dangerous 
products reflects a failure to understand that consumers are simply 
unwilling to sacrifice as much as would be necessary to enjoy a 
higher level of quality and safety. There can be no doubt that 
current denunciations of capitalism for its effect upon the envi- 
ronment must, to some extent, be seen as reflecting a value placed 
upon the quality of the environment which is higher than that 
placed by consumers in general. 

To a certain extent, the charges of racism and sexism levelled 
against capitalism are expressive of the same blindness towards the 
direction in which causes and effects are related in the market 
process. At somewhat less naive levels of discussion, the “blaming 
the waiter for obesity”’ fallacy resurfaces as an attack on advertis- 
ing and selling effort in general. If it is not the waiter himself who 
is to be the culprit, it is the neon sign outside the restaurant, or the 
tempting aroma of good food escaping therefrom, which are per- 
ceived as the villains. It is perhaps because elementary economics 
in fact generally fails to make clear the role of selling effort in the 
entrepreneurial process of seeking to serve the market, that this 
particular form of the obesity fallacy is advanced so triumphantly 
by economists who ought to know better. 

(c) Petulance at costs (or the denial of scarcity): To a surprising 
extent the criticisms of anti-capitalists turn out to reflect merely an 
impatience at the costs inevitably associated with the achievement 
of desired goals. Again and again undesirable features of the eco- 
nomic landscape are cited as evidence of the failure of the market. 
(Incidentally, the same fallacy is, to be sure, often committed in the 
course of procapitalist criticisms of socialist economies.) Here it is 
not so much that the critic ignores or disagrees with the values of 
consumers, as that he simply refuses to recognize that efficiency in 
achieving more highly valued goals may necessitate the deliberate 
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renunciation of otherwise important goals which happen to be less 
urgently valued. Long working hours, poor working conditions, 
loss of pristine environmental beauty may, elementary economics 
teaches us, be evidence not of the failure of the economic system 
(whether capitalist or socialist) to achieve its goals, but of the very 
efficiency with which it channels resources away from less crucial 
goals towards those more highly valued. Some aspects of what the 
critics deplore as worker alienation, or of the anxiety and insecurity 
felt by market participants, would surely be appraised rather dif- 
ferently were they recognized as the inevitable costs of division of 
labor or of a social system in which freedom of entry for compet- 
itors is the prime motive force. At a somewhat more subtle level, 
the often deplored garishness and pervasiveness of modern adver- 
tising take on a different aspect when perceived as a social cost 
made necessary by the sheer multitude of products from which the 
consumer in successful capitalism must choose. The very affluence 
of capitalism, it turns out, reveals a new guise in which scarcity 
manifests itself—the scarcity of information on what to consume 
out of the available riches. Anti-capitalist critics—it turns out—are 
ill-equipped to perceive these insights of elementary economics. 

(d) The fear of anarchy: As Hayek has repeatedly pointed out, 
one of the clichés of our age sees a blemish in anything that “is not 
consciously directed as a whole,” that this is a “proof of its irra- 
tionality and of the need completely to replace it by a deliberately 
designed mechanism.”? In particular, this fallacy is related to “the 
inability, caused by the lack of a compositive theory of social 
phenomena, to grasp how the independent action of many men 
can produce coherent wholes, persistent structures of relationships 
which serve important human purposes without having been de- 
signed for that end.”’!° 

There can be no doubt that this “lack of compositive theory of 
social phenomena” is the view underlying an enormous volume of 
anti-capitalist criticism. The anti-capitalist mentality, it is clear, is 
to a great extent, coextensive with ignorance of, or a refusal to 
acknowledge, the insights into the market system which economics 
theory reveals. Once it is taken for granted that a society unplanned 
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from the top must generate incessant chaos, it becomes easy enough 
to seize on targets that may be held to exemplify that chaos. Even 
where critics of capitalism recognize the determinateness of market 
forces, they see them as nonetheless chaotic in the sense that these 
forces are believed to lead in socially undesirable directions. 

(e) Fear of the consequences of greed: Closely related to the 
preceding analytical prejudice is that which tends to attribute un- 
desirable consequences to the market simply because the market 
permits greedy or selfish individuals to act out their impulses. 
Because freedom to trade means freedom to act greedily or self- 
ishly, it is believed the consequences of laissez-faire must inevitably 
tend to be nasty, brutish and jungle-like. What is being implicitly 
denied in this respect is the ability of the market process to harness 
the greed of its participants so as to serve the wishes of the other 
participants. Refusal to perceive the constraints upon individual 
actions imposed by the market permits anti-capitalists to interpret 
those aspects of the economics landscape which they deplore as the 
only-to-be-expected, sinister consequences of a social system 
based on selfishness and greed. 

(f) Blaming the market for the results of intervention: As is well 
known, the market system is frequently criticized for features of 
contemporary economic society which are, in fact, to be attributed 
to state interference with the market. Of course, to the extent that 
it is contemporary capitalism which is being attacked, there can be 
no objection to this. However, such criticisms of capitalism, it all 
too frequently turns out, are in fact deployed to attack not the 
statist interference with the market process, but the market system 
itself. We have here a simple analytical failure to recognize, within 
the complex tangle of modern capitalism, the consequences of its 
market elements, from those of non-market admixtures. This an- 
alytical failure manifests itself in many of those objections to cap- 
italism which relate to absence of competition generated by gov- 
ernment-imposed barriers to entry (or from limitations on 
International trade), or to maladjustments arising from govern- 
ment price controls of various kinds or to cyclical maladjustments 
(including large-scale unemployment) generated by massive gov- 
ernment monetary expansion. In all such criticisms, what is at 
issue is the theory maintained (perhaps implicitly) by the critics 
that the undesirable features being exposed are to be attributed, 
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not to departures from the market, but to the untrammeled work- 
ings of the market process itself. 

| (g) The “Nirvana Fallacy”: As the final entry in our (doubtless 
incomplete) list of analytical fallacies, we present what Professor 
Demsetz has labeled the “Nirvana Approach.” (In fact we will 
present it in a somewhat broader context than that identified by 
Demsetz). Demsetz explains that “those who adopt the Nirvana 
viewpoint seek to discover discrepancies between the ideal and the 
real and if discrepancies are found, they deduce that the real is 
inefficient.” !2 There can be no doubt that many critics of capital- 
ism are judging its efficiency and/ or morality by comparison with 
some ideal norm that can have little relevance for real problems. In 
so doing they overlook the fact that improving an imperfect world 
must take place against the background of that imperfect world; 
that it is usually simply impossible to remake whole systems in 
their entirety; that even where this is possible, the costs of doing so 
may make imperfection relatively attractive and efficient. 

The nirvana attitude of many anti-capitalists manifests itself in 
various ways. Thus the market is frequently blamed for the dis- 
tribution of incomes to which it gives rise without regard to the 
circumstance that the market presupposes some initial distribution 
of resource ownership (especially in regard to the resources em- 
bodied in human beings themselves). Or, where marginal analysis 
is indicted for accepting without challenge the institutional struc- 
ture ( including the existing property rights system) within which 
marginal adjustments are contemplated to be made, there is no 
awareness on the part of the critics, of the costs (transaction and 
policing) of remaking the social system from the very foundations. 
Or, again, as Demsetz has shown, critics who have pointed to 
externalities or other circumstances spelling inefficiency, have fre- 
quently ignored, in their calculations, the cost of resources that 
would be required to correct these inefficiencies. 


The Sources of the Anti-Capitalist Mentality 


Our survey of anti-capitalist criticisms of the market, and our 


identification of the analytical confusions which have frequently 
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supported these criticisms make it of special interest to review now 
the underlying psychological attitudes and prejudices which might 
fuel this mentality. The very recognition of the confusions which 
abound in the theoretical underpinnings for so much anti-capi- 
talist criticism, makes it clear that such criticism must be nourished 
by deeply held values and prejudices. The literature cited earlier in 
this paper, together with several additional sources, yield the fol- 
lowing inventory of attitudes from which anti-capitalism might 
easily be expected to spring. 

(a) Mises has dwelt at length on the resentments which can arise 
from frustrated ambitions, of the envy on the part of the intellec- 
tuals and the white-collar workers of the good fortunes enjoyed by 
successful entrepreneurs. 

(b) Similar in important respects must be judged the widespread 
views that economic inequalities are somehow immoral and seri- 
ously undesirable per se. Here the often vicarious envy of the 
wealthy and sympathy for the poor must be judged as predisposing 
observers of capitalist inequalities towards ‘‘sinister’’ interpreta- 
tions of the sources of these inequalities. 

(c) Deep-seated contempt for greed and for self-centered activ- 
ities is clearly responsible for a readiness to believe the worst about 
capitalism. !3 

(d) An almost similarly deep-seated contempt for the low tastes 
of the masses and thus for the businessmen who cater to these low 
tastes is responsible for treating the market as vulgar and crass. It 
becomes, in fact, all the easier to blame the vulgarity of mass tastes 
upon the businessmen who minister to them. 

(e) Closely related to high-brow disdain of mass tastes, must 
be listed man’s love for the natural over the artificial, his prefer- 
ence for more spaciousness and simplicity over urban congestion 
and complexity. Since the spectacular success of industrial capi- 
talism was accompanied by the loss of the simple, natural life for 
which so many of us yearn, capitalism itself has come to be the 
villain. 4 

(f) And again, the yearning for simplicity abuts on the deep- 
rooted unwillingness of men to be forced to be efficient. Modern 


'3 One thinks here in particular of Ruskin. 
'* See the above cited Capitalism and the Historians. 
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capitalism is despised and feared because it successfully mobilizes 
available resources to serve socially needed purposes. 

(g) Widespread fear of economic power must be considered one 
of the attitudes responsible for anti-capitalism. While what Pro- 
fessor Petro has recently called the “economic power syndrome” !5 
is often accompanied by an explicit theoretical position which 
denies the role of consumer sovereignty, it seems clear that in 
many instances the syndrome in fact precedes the theoretical po- 
sition needed to support it. Thus the very success of capitalism in 
organizing production in efficient, large-scale productive units is 
responsible in fact for the suspicions which have led to its being so 
bitterly attacked. 

(h) Professor Hutt has pointed out that opponents of economics 
are often the victims of what he calls “custom-thought”16— 
intellectual inertness. To be sure custom-thought may work in 
more than one direction. But the long list in the preceding section 
of this paper of economic fallacies subscribed to by anti-capitalists 
suggests that intellectual inertness might indeed play a not insig- 
nificant role in the anti-capitalist mentality. 

(1) Finally we notice, as an explanation for the persistence of so 
many elementary fallacies, the role of the “corruption of opinion 
by interest.” Professor Hutt!” has provided a full review of the role 
of “power thought” in this regard. Here again, of course, opinion 
can be corrupted by interest in more than one direction. But when 
one thinks of the businessmen who stand to gain from govern- 
mental protection against domestic or foreign competition and of 
the many who, rightly or wrongly, believe that a different order of 
things would redound to their benefit, it cannot be denied that this 
must be counted an important source of anti-capitalism. 


Wrestling with the Anti-Capitalist Mentality 


Traditionally apologists for capitalism have addressed them- 
selves to the specific stated objections and accusations advanced by 
the detractors of the market. In attempting to do this they have, of 
course, found it necessary to search out the logical fallacies which 


'S See Sylvester Petro, “The Economic-Power Syndrome,” in Toward Liberty (Mises 
Festschrift), Vol. Il, p. 274. 

16 Economists and the Public, p. 50. 

17 Op cit., Chapters III and IV. 
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support these objections. At the same time awareness of the more 
deeply rooted prejudices which seem to be responsible for the 
continued vitality of the anticapitalist mentality, raise doubts as to 
the efficacy of this strategy for the ideological defense of the market. 
Recognition of the three-level character of the anti-capitalist men- 
tality emphasized in this paper can be of help in identifying what 
must be faced. At the level of stated objections, there is an enormous 
variety of possible manifestations of the mentality. Refutation of 
one particular objection in one form does not prevent its reap- 
pearance in some other form. Clearly, for this reason, theory has 
a crucial role to play in refuting the analytical fallacies responsible 
for entire groups of possible objections and denunciations of the 
market. On the other hand, the very generality of theoretical dis- 
cussion makes it possible for critics of capitalism to fail to see how 
the theories relate to particular features of the market which seem 
to invite criticism. The proper application of theory is, of course, 
in many ways more difficult than theorizing itself. 

Moreover, economic theory is for various reasons not well- 
adapted for the task of combating anti-capitalism. Theorists are 
scientists whose attempts at maintaining value-freedom in their 
work seem to render them unprepared to serve as apologists for a 
particular system of social organization. Again, the sophistication 
of modern theory is hardly conducive to the correction of popular 
misconceptions. (We recall that Edwin Cannan, for this reason, 
appealed for simple economics). There are grounds for believing 
that the character of much contemporary theory, especially in its 
emphasis on equilibrium conditions, is not well-suited for the ex- 
plication of the social function of the market.'8 At the ideological 
level defense against the anticapitalist mentality seems to require 
continual new applications of fundamental theory to new situa- 
tions. 

But on the other hand, our awareness of the role of theoretical 
fallacy and of the impact of the multitude of specific denunciations 
of the market, must make us cautious in imagining that the anti- 
capitalist mentality can be dispelled by any device that fails to 
come to grips with each of these levels of its manifestation. No 


18 . . . , . 
One thinks here in particular of Professor Buchanan's plea that economics be un- 
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matter how successfully one or more of the underlying anti-capi- 
talist prejudices may be neutralized, the possibility of logical error 
yet remains and the availability of apparently undesirable features 
of capitalism ready to be used in its denunciation has not yet been 
eliminated. Moreover, the formidable list of anti-capitalist preju- 
dices must raise doubts concerning the likelihood that they can be 
successfully neutralized by any simple means. To be sure, any 
advance is desirable if its costs are acceptable. But the degree of 
advance needed to make a visible dent in the anti-capitalist men- 
tality must require the most careful examination of the costs in- 
volved in any proposal. 

Many students of capitalism have pointed out that, despite its 
advantages, there may well be grounds for predicting its replace- 
ment by other systems. One thinks of Schumpeter’s thesis in this 
regard. One possible reason for arguing that capitalism is unstable 
is that it is a social system which generates a negative public opin- 
ion so powerful as to spell its ultimate death. This paper has 
attempted to identify the sources of this tendency. Only by recog- 
nizing the nature and the power of these forces can we hope, 
through patient teaching and discussion, to dispel the hate and the 
ignorance which surround the free market. 
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Is There a Moral Basis 
for Capitalism? 


by Charles Dykes 


he contemporary indictment of capitalism usually takes 

two basic forms. First, there is the economic indictment. 

Those who make the attack from this perspective argue 
that capitalism is not viable because it is afflicted with insur- 
mountable contradictions which result in a permanent state of 
crisis, or problems which can be resolved only temporarily by 
palliatives. Second, there is the moral indictment. Capitalism, ac- 
cording to this view, is the exploitation of man by man, the profit 
motive and the rule of money supreme, with an inevitable cruel 
Injustice everywhere manifest. 

The claim that capitalism provides the best economic structure 
for man’s moral development, long a virtual article of faith in 
American life, is met with derision these days by politicians, jour- 
nalists, university professors, and theologians. Clergymen daily 
rage with indignation against the “evils” and “injustice” of the 
competitive market. Capitalism is, so we are told, ‘intrinsically 
immoral.” “Soul dead, stomach well alive,” was Thomas Carlyle’s 
estimate of the market system, and all the cultured despisers of 
commercial civilization are in hearty agreement. 

The market order, we are informed, promotes a materialistic 
view of life. “Things,” Emerson once said bitterly, ‘tare in the 
saddle and ride mankind.” The capitalistic form of economic or- 
ganization is said to be dehumanizing. Owen Chadwick has bril- 
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liantly summarized the thought of Karl Marx for us on this point: 
“The structure of society derives from the work which men do. In 
bourgeois society the worker provides goods, to serve not the 
needs of men but the needs of the market. Then, instead of men 
controlling goods, goods control men; so that, the more workers 
produce, the wider the gap between rich and poor. This ill- 
arrangement may be called the ‘alienation’ of man’s work. A 
man’s work is ‘natural,’ part of the structure of living. Therefore 
the alienation of his work creates an alienation of man from na- 
ture, from his fellow-worker, even from himself. Economic non- 
sense pushed all relations awry. Men and women become things 
and treat each other like things.” 


Hostility Against Capitalism 


The animus of many theologians against capitalism is especially 
bitter. Michael Novak gives a not uncommon example: “Jurgen 
Moltmann portrays capitalism as though it were outside the law, 
destructive of true community, reducing all relations to impersonal 
monetary relations, inspiring wolf-like animosity between man 
and man and irrational in its pursuit of growth for the sake of 
growth and work for the sake of work.”2 

Writing in The Christian Century in 1976, Bruce Douglass ad- 
mits that most of the political and economic comment coming 
from theologians has a socialist flavor. He then goes on to insist 
that defenders of capitalism are engaged in what amounts to a 
justification of injustice, selfishness, and other forms of sin. The 
case for socialism, we are given to understand, is primarily con- 
cerned with justice, and is thus exactly the opposite. 

What of these charges? Does capitalism “make the world free 
for sinners,” at the same time relentlessly alienating man from his 
fellows and himself, even as it dehumanizes him? Does it unleash, 
and then callously celebrate as virtue, a rampant and rapacious 
selfishness? Is it oblivious to, indeed destructive of, the demands of 
justice in human relations? Is it, in sum, without moral justifica- 
tion, and thus guilty as charged of being “intrinsically immoral”? 


! Owen Chadwick, The Secularization of the European Mind in the Nineteenth Century 
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Itis our conviction that these charges are entirely fallacious. Not 
only that: We are soundly convinced the market economy is se- 
curely anchored to the Judeo-Christian revelation. Neither the car- 
icatures of its enemies, nor the perversions of its friends, can alter 
this fact. 


A System of Relationships 


The critics are right when they demand that our economic system 
rest on a firm moral basis. If it can be shown that it does not, then 
we should abandon it immediately and seek to establish a more just 
order. At the outset, however, important distinctions and clarifi- 
cations must be made. Arthur Shenfield calls attention to one of the 
most vital, viz., “the economic system called capitalism is a system 
of relationships. It is a composition of markets, and markets are by 
definition systems of relationships, not purposive bodies. It follows 
that we can apply the tests of morality to capitalism only by con- 
sidering the behavior of individuals who operate within it, not as 
a system capable in itself of being moral or immoral.” 

It is Shenfield’s contention that since capitalism is “a system of 
relationships it cannot be moral or immoral in the sense that a 
purposive group can be. . . .”” He denies, however, that such a 
system is morally neutral. “If its essential characteristics on bal- 
ance positively nurture or reinforce moral or immoral individual 
behavior, it is a moral or immoral system in its effects.” 

Furthermore, we must repudiate the erroneous tendency of 
many critics to attribute to capitalistic economic phenomena hu- 
man behavior, social ills, or political crimes to which history bore 
witness before the birth of the capitalist system. And again, ene- 
mies of capitalism are prone to identify the market economy with 
society as a whole. For them, capitalism forms and permeates the 
whole of society, and in so doing destroys and corrupts human 
relationships other than those contracted for strictly economic 
purposes. But the truth is, the competitive market is only a part or 
aspect of any society. 

“The market,” as John Davenport correctly observes, “is not an 
end in itself, but the means to higher ends.” The market is merely 


? Arthur Shenfield, Imprimis, “Capitalism Under the Tests of Ethics,” Vol. 10, No. 12, 
December 1981, pp. 1, 2, 5. 


an element in a society which transcends and extends far beyond 
it. The market is but a method of recording consumer preferences 
and allocating resources, an information system which transmits 
knowledge spontaneously through the signals sent out by prices. 


Allocation of Scarce Resources 


All economic goods are, by definition, scarce, while the hunger 
of man for these goods is nearly infinite. Thus a workable economic 
system concerns the allocation of scarce resources—e.g., labor, 
materials, or capital—to human wants. Socialism assigns to a sup- 
posed omnicompetent state the task of deciding what people need, 
and then the development of a master plan as to what goods will 
be produced in what amounts. In the market economy, on the other 
hand, consumers bid on what they want via the price mechanism. 

No matter what system a society employs for organizing its 
economic life, certain common decisions must be made. For ex- 
ample, all economies must decide what goods will be produced, 
and how the fruits of this production will be distributed. All eco- 
nomic systems coordinate men and materials in making these de- 
cisions in some way. The market system makes these decisions and 
achieves this coordination through an institution of private prop- 
erty rights and voluntary exchange. 

From the days of Adam Smith, advocates of the free market 
have argued that market processes have a strong tendency to 
equate public benefits and private profits. Following the argument 
of Bernard Mandeville’s Fable of the Bees, Smith held that private 
vices—e.g., greed—are converted into public benefits. 


A Harmony of Interests 


There is, in a free market, a harmony of interests between the 
public and the private. Does this imply, then, that the free market, 
in some way, nurtures or reinforces unjust rather than just behav- 
ior? Not at all. The free market economy is the most productive 
form of economic organization just because it is most consistent 
with eternal moral principles. The economy of any society 1s in- 
tegrally related to the moral principles and consequent values to 
which the society is committed and substantially adheres. Or, as 
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Paul Johnson puts it, “The level of social morality is directly linked 
to the performance of the economy.”* 

Consider the testimony of Wilhelm Roepke, one of the greatest 
economists of the twentieth century. He wrote: “One of the most 
dangerous errors of our time is to believe that economic freedom 
and the society which is based upon it are hardly compatible with 
the moral standards of a strictly Christian attitude.” In Roepke’s 
view, “the very opposite of this popular belief is true: the strongest 
reasons to defend economic freedom and the market economy are 
precisely of a moral character. It is economic freedom and the 
market economy which the moral standards of Christianity require, 
not the opposite economic system. At the same time, however, we 
have to say with equal force that economic freedom and the market 
economy require these moral standards. One conditions the other.” 

Roepke understood that “Socialists and non-socialists are di- 
vided by fundamentally different concepts of life and life’s meaning. 
What we judge man’s position in the universe to be will in the end 
decide whether we believe our highest values to be realized in man 
or in society, and our decision for either the former or the latter will 
also be the watershed of our political thinking. Once more we find 
Cardinal Manning’s famous statement to be true: ‘All human dif- 
ferences are ultimately religious ones.’’’ The conclusion: “We 
should stand for a free economic order even if it implied material 
sacrifice and if socialism gave the certain prospect of material 
increase. It is our undeserved luck that the exact opposite is true.’’5 


The Family Unit 


While keeping in mind that the market economy is only a part 
or aspect of society, we do contend that capitalism is more than 
just an economic system of voluntary relationships. Specifically, it 
Is an economic system based on the right of private ownership of 
property and a free market for goods and services, consistent with 
the second table of the moral law. 

The fifth commandment of the Decalogue, “Honor thy father 
and thy mother,” implies that the family, not the state, is the basic 
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social and economic unit of society and should be the strongest. 
R. J. Rushdoony has noted that “throughout history the basic 
welfare agency has been the family. The family, in providing for its 
sick and needy members, in educating children, caring for parents, 
and in coping with emergencies and disasters, has done and is 
doing more than the state has ever done or can do.”$ A society 
characterized by a significant degree of economic freedom is al- 
ways a society dominated by strong family units who provide for 
their own. This contrasts with socialism, whose basic goals, if 
realized, would destroy the family in the interests of the larger 
collective. 

The sixth commandment, “Thou shalt not kill,” is, according to 
John Chamberlain, “simply the other face of Locke’s and Jeffer- 
son’s ‘unalienable’ right to life.””” John Calvin explained it this way: 
“The sum of this commandment is, that we should not unjustly do 
violence to anyone.” “Thou shalt not kill’ is thus a generic ex- 
pression which also forbids wounding, violent threatening, and any 
unjust coercion by an individual, group, or state that would restrain 
legitimate liberty. 

Economic freedom ts born and thrives only in nations or com- 
munities where reverence for all human life is widely held to be a 
supreme value, where the personal safety of the neighbor and his 
family is generally regarded as inviolably sacred, and where com- 
passionate individuals, acting either alone or through voluntary 
associations, are encouraged to offer substantial assistance to the 
poor and needy. This differs radically from the command society 
of socialism, whose adherents are frequently found not only ap- 
proving but actively promoting violence, terrorism, and the de- 
struction of the middle class. In such societies (and this would 
include the Welfare State) “compassion” is institutionalized, and 
becomes a monopoly of the state. 

The seventh commandment, “Thou shalt not commit adultery,” 
teaches us, as does the ninth commandment, that contracts must 
be honored and double-dealing scorned. “The historic link be- 
tween the biblical idea of binding covenants and the Western idea 
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of binding contracts” writes Gary North, “is obvious enough.”® 
The very idea of contracting for joint benefit presupposes a high 
level of moral integrity and faithfulness on the part of all the 
parties engaged in the transaction. 

In socialism the paternal state seeks to vitiate the necessity for 
the sanctity of contracts by substituting its omnipotent controls 
and decrees. Opportunity for moral development and the growth 
of trust between free men is thereby suppressed. The socialist ethic 
in this area is readily illustrated in the attitude of contemporary 
socialist bloc nations toward the fulfillment of treaty obligations. 
The Soviet Union, for example, violated every treaty it ever made. 
Lacking an unchanging moral foundation, there is nothing in the 
socialist ethic to condemn such action. 


Private Ownership 


The right of private ownership is based on the eighth command- 
ment, “Thou shalt not steal.” According to the Westminster 
Shorter Catechism, this commandment requires “‘the lawful pro- 
curing and furthering the wealth and outward estate of ourselves 
and others.” The commandment forbids “whatsoever doth or may 
unjustly hinder our own or our neighbor’s wealth or outward 
estate.” The eighth commandment “means that the Bible counte- 
nances private property—for if a thing is not owned in the first 
place it can hardly be stolen.’’? 

Harold Lindsell, in the course of explicating the hatred of so- 
cialist intellectuals for private property, unmasks the latent hypoc- 
risy usually present. He observes that “ideas are property too. 
Professors who write books to expound their ideas secure copy- 
rights which protect their words against plagiarism. Das Kapital 
by Karl Marx was protected by copyright! The simple truth is that 
socialists consistently violate their basic premise about private 
property in areas such as this so that they may profit from their 
labors!””10 


The ninth commandment forbids lying. The whole idea of a free 
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market implies that the parties to this voluntary exchange will not 
deceive each other. The doctrine of the harmony of interests in 
freedom largely depends for its working upon substantial volun- 
tary compliance with this command. 

Lying is an inescapable concomitant of socialism. The socialists 
must forever condemn profits, for instance, and the profit motive. 
But the truth is, socialist nations are just as profit-minded as are 
capitalist nations. The difference: In capitalist nations the individ- 
ual reaps the profits and decides how they will be used; in Socialist 
nations the state reaps the profits and determines what to do with 
them. So lying, even about its basic tenets, is crucial to socialism. 

The tenth commandment, “Thou shalt not covet,” “means that 
it is sinful even to contemplate the seizure of another man’s 
goods—which is something which Socialists, whether Christians 
or otherwise, have never managed to explain away.”11 Coveting is 
a root of all social evil. 


How Envy Destroys 


Envy, a central aspect of covetousness, involves not only the 
desire to possess another's property, but also—and perhaps more 
heinous—the desire to see another’s wealth or station reduced to 
the level of one’s own. “‘Envy is ineluctable, implacable and irrec- 
oncilable, is irritated by the slightest differences, is independent of 
the degree of inequality, appears in its worst form in social prox- 
imity or among near relations, provides the dynamic for every 
social revolution, yet cannot of itself produce any kind of coherent 
revolutionary programme.’’!2 

Rushdoony points out that the tenth commandment “forbids 
the expropriation by fraud or deceit of that which belongs to our 
neighbor. The tenth commandment therefore does sum up com- 
mandments six through nine and gives them an additional per- 
spective. The other commandments deal with obviously illegal 
acts, i.e., clear-cut violations of law. The tenth commandment can 
be broken within these laws.” This law forbidding dishonest gain 
“is directed by God, not merely to the individual, but to the state 
and all institutions. The state can be and often is as guilty as are 
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any individuals, and the state is often used as the legal means 
whereby others are defrauded of their possessions.”13 Socialism, 
through its employment of the police powers of the state for the 
purpose of expropriating the wealth of producers to transfer to 
nonproducers, is a form of institutionalized envy. 

Christ summarized the second table of the law like this: “Thou 
shalt love thy neighbor as thyself.” Shenfield observes that we 
usually understand the command to love our neighbor “‘to mean to 
heal the sick, to succor the poor, to relieve human distress of all 
kinds, and the like.” He then suggests that whatever else such love 
means, “It must mean that one wishes one’s neighbor to have what 
one most values for oneself. . . .” In the final analysis, “what we 
want above all for ourselves, and which therefore we must accord 
to our neighbor, is freedom to pursue our own purposes.” 14 

Our conclusion, then, is that the claim that capitalism is inher- 
ently immoral is not only false, but the exact opposite of the truth. 
Only the much-maligned capitalism, of all contemporary forms of 
economic organization, is founded upon and consistent with an 
immutable moral foundation. 


13 Rushdoony, op. cit., pp. 634-5. 
14 Shenfield, op. cit., p. 6. 
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The Armor of Sau] 
by John K. Williams 


ne of the most dramatic stories in the Bible is the story of 

David and Goliath. Goliath, almost ten feet tall, was truly 

a fearsome figure. Every morning and every evening he, 
the champion of the militant Philistines, hurled his challenge at the 
Israelite army: Send one man out to do battle against me! If the 
representative of the Israelites won, the Philistines would become 
slaves of the Israelites. If he, Goliath, won, the Israelites would 
become slaves of the Philistines. 

David, a mere stripling of a lad, approached his king. He 
claimed experience in battle—had he not, when caring for his 
father’s sheep, actually killed a lion and a bear? Was he not there- 
fore qualified to take on the giant? 

Moved, perhaps, by the simplicity of the boy, King Saul agreed. 
David could fight Goliath. Indeed, David could do so wearing the 
king’s armor. Yet, having put on the armor, the lad decided to 
remove it and return it to Saul. It was too heavy and impeded his 
movements. The armor of Saul would have hindered, not helped. 

David’s courage was exceeded only by his wisdom. If he were to 
have a chance of victory, he could not afford to do battle weighed 
down by unnecessary armor. Taking on the giant was courageous; 
to do so encumbered by the armor of Saul would be folly. 

Many defenders of the freedom philosophy lack the wisdom of 
the youthful David. They do battle weighed down by the equiva- 
lent of Saul’s armor. They allow themselves to be burdened by that 
which hinders rather than helps their cause. They clutter their case 
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by accepting propositions that have nothing to do with the free 
society or the free market. 


“We should go back to the free market” 


To defend the suggestion that we should go back to the free 
market is to assume a historical claim that in itself can alienate 
men and women. It suggests retreat. It conjures up a picture. The 
picture is that once upon a time economic liberty was the norm. 
Over the years humanity moved in new directions, initiating and 
bringing to birth a novel experiment in economics. Central plan- 
ners would coordinate and direct what hitherto had been uncoor- 
dinated and directionless. While it may be true that a defective 
clock should have its “hands turned back” so they indicate the 
correct time, “turning the clock back” is an activity men and 
women do not warm to. They tend to side with those who val- 
iantly push forward into new and uncharted territory. Those urg- 
ing that we “go back” to the tried and the tested are perceived as 
cautious, indeed, perhaps somewhat nostalgic in disposition. 

The truth is, of course, that those enthused by the arguing for 
the free market in a free society have sided with advance. The 
economy planned and directed by “experts” has, historically, been 
the norm. Monarchs knew what was best for their subjects and 
told them what to do. Feudal lords knew what was best for their 
serfs and directed their activities. Aristocrats knew what was best 
for the masses and dictated how these lesser mortals should spend 
their days. 

Consider the France of Louis XIV. Every person had his or her 
place in society and kept to that place. The economy was carefully 
planned. State officials decided what industries should be estab- 
lished and where in France or its colonies they should be located. 
Imports and exports were carefully regulated. Prices were set by 
political figures. Governmental committees prescribed what pat- 
terns were to be woven in the State-owned tapestry works at Au- 
busson; indeed four long years of negotiation preceded the giving 
of permission to introduce “backwarp” into fabrics. Some two 
thousand pages were required to list the rules and regulations 
which were passed between 1666 and 1730 controlling the textile 


industry. The contemporary socialist would have been perfectly at 
home in such an environment! 


John K. Williams / 119 


It is the socialist, not the advocate of liberty, who yearns for the 
past! The Welfare State is fast regressing to Louis XIV’s France. In 
February 1982 a special report was presented to the U.K. Parlia- 
ment. Entitled Administrative Forms in Government, it docu- 
mented the burgeoning of government forms and leaflets jn Great 
Britain. The two thousand pages of rules and regulations govern- 
ing but one industry in France three centuries ago are modest in 
comparison! Over 2,000 million government forms and leaflets 
are used by the U.K. public annually—that means thirty-six forms 
for every man, woman, and child in the country! The forms, as 
befits government, are difficult to follow and fill out; “error rates 
of over 30%, either by [government officials] or the public, are 
common.” The report concludes by listing ten further “reports on 
forms” which people with nothing better to do can read. 


Political Control the Norm 


Political control of a nation’s economy has been the usual state 
of affairs. The eighteenth-century lovers of liberty were the radi- 
cals. They attacked the remnants of feudalism, fought for the ab- 
olition of caste and privilege; battled for an extension of property 
rights so the powerful could no longer plunder at whim; agitated 
against entrenched, State-granted monopolies and protective tar- 
iffs which benefited the few but impoverished the many; and 
dreamed of an economic order controlled not by the edicts of 
government but by the uncoerced endeavors of the multitudes, 
freely producing and exchanging whatsoever goods they chose. 

And they won! A hitherto unknown phenomenon emerged: sus- 
tained economic growth. In 1780 over 80% of French citizens 
spent 90% of their income on just sufficient bread to stay alive. In 
1800 average life expectancy was, in France, twenty-seven years 
for females and twenty-four for males. The vast multitudes in 
Europe and North America labored long and hard to survive. 
Recurrent famines were taken for granted. But matters changed. 
The working populace of England quadrupled between 1800 and 
1900. Real per capita disposable income doubled between 1800 
and 1850, and doubled again between 1850 and 1900. This 
1600% increase in available goods and services transformed the 
very nature of poverty, and what had once been luxuries enjoyed 
by the few became everyday realities possessed by nearly all. 
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Yet there were those who yearned for the past. There were those 
who wanted to turn back the clock. There were those who wanted 
to use the guns of government to guarantee continued possession 
of their wealth rather than to have that continued possession con- 
tingent upon the use of that wealth in ways which best and most 
efficiently satisfied the needs and desires of others. Even though 
they sought to lead nations back to the seventeenth and eighteenth 
centuries they had the impertinence to call themselves **progres- 
sives.” They spoke of a yearning for a “‘new”’ socialist society—yet 
in truth their yearning was but nostalgia for the past. 

The lover of liberty is not urging anyone to “go back” to ancient 
ways. He rather urges men and women to go forward, knowing 
not where the creativity unleashed by the free market in the free 
society will take them. To speak of “going back” to the free mar- 
ket is to weigh oneself down with the armor of Saul. 


“While less moral than socialism, capitalism 
is more productive” 


How frequently lovers of liberty concede that their opponents 
are idealists. “Yes, I admire your ideals. Yet they are impractical. 
The market works. We must be realists!” 

What is so moral or idealistic about socialism? Even in purely 
material terms, what is moral about the inability of the 30% of the 
workforce of Russia involved in agriculture to feed a nation which 
once exported grain, whereas the mere 4% of the workforce of the 
United States involved in agriculture feed an entire people and a 
great deal of the rest of the world as well? What is so moral about 
the fact that the real wages of Soviet industrial workers attained 
the level of 1913 only in 1963?! What is so moral about the fact 
that many African States such as Tanzania which once boasted 
thriving agricultural bases listened to the advice of Western intel- 
lectuals consumed by a pathological hatred of the very system that 
had delivered them from penury, collectivized (in the name of 
“agrarian reform”) agriculture, and now are dependent upon for- 
eign aid for the most basic of foodstuffs? Is not the “new French” 
philosopher Jean Francois Revel correct when he suggests that 


' J. Pavlevski, Economies et Sociétés (Journal ot the Institute ot Applied Sciences, 
Geneva; February, 1969). 
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these “Western experts” should “contemplate the stare of dying 
children looking . . . out of those pictures [from the Third 
World]? and commune with their consciences? 

Yet the moral issues run deeper. The market economy ultimately 
reduces to a very simple reality. Person A is skilled at catching fish. 
Person B is skilled at growing bananas. Person A would prefer to 
surrender some of his fish and secure several bananas, and person 
B would prefer to surrender some of his bananas and secure sev- 
eral fish. So they swap! Each person surrenders what he values less 
and acquires what he values more. Each gains. Neither loses. 

Yet suppose a third person, C, enters the picture. He uses or 
threatens to use force and makes A give some fish to B and to 
himself. B and C have gained, but poor old A has lost. The coerced 
exchange does not and cannot benefit all. 

When the State forgets that its task is simply to prevent people 
using actual or threatened force, theft, or fraud to acquire material 
goods, and starts deciding who “deserves” what and uses force to 
impose this “deserved distribution,” there are losers. In spite of 
socialists’ fantasies, the “winners” are not usually the poor. (Even 
if the poor were the “winners” the use of violence to take goods 
from those who produced them would still be immoral, but maybe 
the socialist could quiet his conscience by seeking refuge in the 
principle grasped by most evil-doers: “The end justifies the 
means.”*) Yet in truth most “transfers” of wealth, direct and indi- 
rect, tend to favor the powerful, not the poor. Tariffs, agricultural 
price support schemes, subsidies to health (most of which go to the 
medical profession), housing subsidies, subsidies to higher educa- 
tion—these do not benefit the poor. They hurt the poor and benefit 
the powerful! Then, of course, there remains the massive army of 
administrators, bureaucrats, and welfare workers presiding over 
the system: they most certainly benefit but can hardly be called 


“poor.” 


The Welfare State 


Most socialists, of course, concede that the “bureaucracy has got 
outof hand.” Their new and untried version of socialism will guard 
against this happening. Yet Ludwig von Mises saw, nearly four 


2 J. F. Revel, “The View from Paris,” Encounter (December 1980). 
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decades ago, that a burgeoning bureaucracy inevitably emerges in 
a Welfare State.3 The reason is simple. In the market, individuals 
engaging in voluntary exchanges can only promote their own in- 
terests by furthering the interests of others. In the world of politics, 
however, this is not true. How can the politician further his own 
interests? The answer is clear: by transferring wealth to organized 
special interest groups! He can concentrate benefits, but disperse 
costs. Ordinary citizens simply cannot afford the time to dig out 
information as to where their taxes go. Hence powerful groups 
“win” and powerless individuals “lose.” And to administer the 
transfers more bureaucrats are required. The class of net tax re- 
cipients keeps growing; the class of net tax payers keeps shrinking. 

The “law of the jungle” emerges. The voluntary, peaceful ex- 
changes of the market are supplanted by the struggle to get to the 
government trough. One special interest group turns in anger on 
another which received “better treatment.” Just how “moral” is 
this divisive exercise of power to grab a share of what was stolen 
in the first place? 


“Ah! But we socialists dislike selfishness. 
The free market enshrines it!” 


The word “selfishness” is a slippery word. “Self-interest” is 
maybe better. Best of all, perhaps, is reference to an individual's 
vision of the “good life’ and his attempts to realize it. In a free 
society all are at liberty to formulate their own such visions and 
strive, non-coercively, to realize them. One man may desire a mod- 
est—indeed frugal—way of life with plenty of leisure to bask in the 
sun, gaze in delight at the beauties of the physical world, and 
think. Another may dream of amassing great wealth. Each is at 
liberty to pursue what he desires. Yet the allegedly “selfish” man— 
the one who seeks great wealth—can only do so by providing 
other people with what they desire at least cost to these people. 

Adam Smith, in 1776, spoke of the ““mean rapacity” of some 
“merchants and manufacturers” and, perhaps unkindly, claimed 
that such people “seldom meet together, even for merriment and 
diversion, but the conversation ends in conspiracy against the 





3 . c ` 
L. von Mises, Bureaucracy (reprinted, Libertarian Press). 
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public.”* That was precisely why he yearned for the free market in 
a free society. Limited by the rule of law, “mean” and “rapacious” 
people would have to serve the public if they were to improve their 
own situations. Indeed if one asks what political and economic 
structures are so designed that thoroughly despicable human be- 
ings, enjoying political or economic success, are least able to hurt 
their fellows, the answer can only be “the free society and the free 
market.” 

Accepting the view that socialists are moral idealists, whereas 
those holding to the freedom philosophy are pragmatic realists, is 
to go into battle weighed down by the armor of Saul. 


“Really, profits are very low. Successful businesses and 
corporations are not too greedy!” 


A major company recently ran an advertisement showing the 
“breakdown” of the “corporation dollar.” Of the total, 95¢ went 
in salaries, wages, the costs of raw materials, and so on. Only S¢ 
represented “profits”! Of that amount, 3¢ were plowed back into 
the corporation to purchase the machinery and equipment to pro- 
vide one new job (the cost of which was in excess of $30,000) and 
2¢ went to shareholders. 

Now I sympathize with this advertisement. A recent survey re- 
vealed that most Australians believe corporations earn an after-tax 
profit of “about 40%.” A 1975 poll conducted by the U.S. Opinion 
Research Corporation revealed that most Americans estimate that 
manufacturers enjoy an after-tax profit of 33%. Indeed, Australian 
newspapers—and I would guess most U.S. and U.K. newspapers— 
rarely use the word “profits” without an adjective preceding it: 
“obscene profits,” “huge profits,” “record profits,” and so on. 

Yet, while sympathetic, I reject the advertisement and what it 
represents. What does it “represent”? An apology! An acceptance 
of the view that “profits” are somehow unpleasant or evil! Such an 
apology, and such an acceptance, are but part of the cumbersome 
armor of Saul. 

Profits are good. They are “good” for shareholders, but also 
“good” for countless other people. How the supporter of the free- 


4 A. Smith, An Inquiry Into the Nature and Causes of the Wealth of Nations (Random 
House, Modern Library Edition), p. 250. 
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dom philosophy is to explain this to his neighbors who think 
otherwise is difficult to determine, but the way is most certainly 
not to reinforce widespread error. 

Perhaps the first point to notice is the sheer silliness of a slogan 
which, in Australia, adorns many a bumper bar: “People before 
profits!” This slogan is but a “catchy” variant of an older slogan: 
“Production for use, not production for profit.” 

The humble reality is that the person who produces goods or 
provides services people do not value is not going to make any 
profits at all! Really, that’s all there is to say on this matter. After 
all, having pointed out that 1 + 1 = 2, there is little point in 
discussing the matter further. Unless, of course, like A. N. White- 
head and Bertrand Russell who, in their Principia Mathematica,’ 
went to great lengths to explore the hidden logical subtleties of 
what, to the ordinary man, is self-evident, one wishes to do the 
same in economics. Indeed, Ludwig von Mises did just that in his 
masterpiece, Human Action.6 Yet, for ordinary purposes, it is suf- 
ficient to point out that a company producing a commodity which 
people, in their fickleness or even good taste, do not wish to pos- 
sess is not going to record massive profits! 

I have no doubt that the Packard was a fine car. The American 
people, however, did not like it. Other companies made cars which 
the public preferred. Quite apart from any other consideration, the 
Packard was dearer than alternatives which performed just as 
well. So the people said “No, thank you” to the manufacturers of 
the Packard and acquired what they wanted elsewhere. The man- 
ufacturers of the Packard did not record massive profits! The most 
useful products from the point of view of consumers turn out to be 
the most profitable. Were I to turn my clumsy hands to the making 
of clay models of Miss Piggy, I fear few admirers of that gracious 
lady would purchase my product. They want a model which looks 


like Miss Piggy! The needs of people dictate who does, and who 
does not, make a “profit.” 


` A. N. Whitehead et al., Principia Mathematica, three volumes (Cambridge University 
Press, 1910—1913). 


° L. von Mises, Human Action (Henry Regnery Company, third revised edition, 1968). 
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Yet the matter is more significant than that. Once upon a time 
people getting rid of their garbage either threw it into a garbage 
can or wrapped it in newspaper and put the resulting parcel into 
the garbage can. Then someone, somewhere, thought of plastic 
bags which, lining a garbage can, would make life easier and 
garbage cans less smelly! What was the first question that person 
had to ask? He had to ask what people would be prepared to pay 
for such bags! Would they pay $10? No—people would prefer 
either to keep that $10 or procure two paperback novels than to 
surrender that $10 or forgo two paperback novels and own a 
plastic bag for the disposal of garbage. Would they pay $1? 
Maybe—but most people would prefer to forgo the possession of 
the bag and procure, say, a pack of cigarettes than to forgo the 
pack of cigarettes and obtain the bag. Would they pay 30¢? That 
sounds reasonable. Now what does the maker of plastic garbage 
disposable bags have to do? (He could, of course, reject the free 
market and try to charm a politician into making the purchase and 
use of such bags compulsory, but that is to reject both the free 
society and the market. Let us, however, ignore this cheat!) What 
he must do is find a way of manufacturing such bags below the 
“price” set by consumers. If he works out a way to make such bags 
for 1¢ he stands to make a “‘high”’ profit. Sadly—at least for the 
manufacturer—such a high profit would signal to others that they 
should get into the act and reduce the price of such bags—and 
make more modest, yet tolerable, profits! The critical point, how- 
ever, is that profits demonstrate that producers have found ways 
whereby they use resources to produce a product at costs below 
the value people place upon the product. Profits are residuals. 
They represent not something wickedly “added” to a price, but the 
difference between a people-determined price and the costs of 
manufacturing some commodity. 

Yet again, that is but part of the story. The time, physical labor, 
and resources which go into the making of plastic garbage bags 
could have been used to create some other commodity. How does 
one work out whether to use these resources to produce garbage 
bags, or some other product? The answer lies in the magic word 
“profit.” For profits simply show that people want disposable 
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plastic garbage bags more than they want, say, plastic slippers! 
The company making large profits—in a genuinely free market— 
is using material resources, time, labor, and intelligence in a way 
satisfying what people want and need rather than using the same 
“ingredients” in ways which do not satisfy what people want and 
need. Limited resources are being allocated in a people-serving, 
responsible way. 


No Apology Needed 


To “apologize” for profits is to put on the heavy armor of Saul. 
Defenders of the philosophy of liberty do have a Goliath of prej- 
udice and error to fight when it comes to “profits,” but they must 
not weigh themselves down by carrying an unnecessary load. 
Carefully, cogently, and non-aggressively, they must explain what 
profits are and why they are not “evil.” There is no other way. 

David won. The mighty Goliath, sheathed in his bronze armor, 
was defeated by a youth bearing five stones, a shepherd’s bag, and 
a conviction that he came to do battle in the name of the “Lord of 
hosts.” 

Truth is mighty, and it will prevail. The battle is not easy, but in 
truth the socialists have already lost. Their many experiments have 
failed. Yet their voice, like that of Goliath, resonates like thunder 
and brings terror to the hearts of many. There is a fight to be 
fought, and the defender of liberty faces difficult tasks. Hence, 
such a defender must say “No!” to the armor of Saul. He must not 
wear what weighs him down. He must not carry burdens that in 
truth are not his to carry. His advisers, like King Saul, “mean 
well.” But like the lithesome youth, he must be careful. 

“Saul made David put on his own armor and put a bronze 
helmet on his head and gave him his own breast plate to wear, and 


over David’s armor he buckled his own sword; but . . . David 
found he could not walk. ‘I cannot walk with these,’ he said to 
Saul... So they took them off.” 


7 Samuel, chapter 17, verses 38, 39. 
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On Private Property and 
Economic Power 


by Hans F. Sennholz 


follow two patterns of attack. While some depict in glowing 

colors the desirability of socialism, others describe the alleged 
horrors of the individual enterprise system. In his Moral Man and 
Immoral Society Reinhold Niebuhr mainly adheres to the latter 
while pleading the case for socialism. This book virtually “made” 
Niebuhr when it appeared in 1934. It provides the lenses through 
which many people, even today, view social problems. 

We agree with Niebuhr that power is evil and ought to be dis- 
trusted. But ‘‘only the Marxian proletarian,” says Niebuhr, “has 
seen this problem with perfect clarity. If he makes mistakes in 
choosing the means of accomplishing his ends, he has made no 
mistake either in stating the rational goal toward which society 
must move, the goal of equal justice, or in understanding the 
economic foundations of justice.”’ (pp. 164-165) Only the Marx- 
ian proletarian has recognized this. 

When Niebuhr speaks of the “ruling classes,’ —by which he 
means the defenders of capitalism—he uses harsh terms such as 
“prejudice,” “hypocrisy,” and “dishonesty.” Their reasoning, re- 
ligion, and culture, according to Niebuhr, “are themselves the 
product of, or at least colored by, the partial experience of the 
class.” (pp. 140-141) In other words, anyone defending individual 


[: their denunciation of our social order the socialists usually 
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freedom, private property, and enterprise, is unmasked as an ad- 
vocate of the special privileges and interests of the bourgeois class. 

According to Niebuhrian philosophy the population is divided 
into economic classes whose interests differ radically from each 
other. But only the Marxian proletarian strives at rational goals 
toward which a just society must move. The individual enterprise 
order is corrupt and unjust because it is built on the special inter- 
ests and economic powers of the burgeois class. 

All three suppositions are fallacious. There are no classes, no 
class privileges in the society contemplated by the classic philoso- 
phers and economists. Before the law everyone is to be treated 
equally. The ancient privileges of rank, estate, or class were abol- 
ished by repeal legislation during the eighteenth and nineteenth 
centuries. 


Private Wealth Consists of Capital 


Private property is no special privilege enjoyed by the bourgeois 
class. It is a natural institution that facilitates orderly production 
and division of labor. Private ownership of the means of produc- 
tion is in the interest of everyone, for it assures the most economic 
employment of scarce resources. The efficient entrepreneur, who 
produces what the people want in the most efficient manner, ac- 
quires control over productive capital. His wealth mainly consists 
of capital employed in the production of goods for the people. 

The critics of capitalism who deplore the great differences be- 
tween the wealthy industrialist and workingmen overlook this 
characteristic of the industrialist’s wealth. His wealth does not 
consist of idle luxuries, but of factories, machines, and equipment 
that produce for the people, provide employment, and yield high 
wages. It is true the successful entrepreneur usually enjoys a higher 
standard of living than his employee. The car he drives may be a 
later model. The suit he wears may be custom-made and his house 
may have wall-to-wall carpeting. But his living conditions do not 
differ essentially from those of his workers. 


Economic Power Is Derivative 


The businessman’s power is derived from the sovereign power 
to consumers. His ability to manage wisely the factors of produc- 
tion earns him the consumer’s support. This is not anchored in 
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legal privilege, custom, or tradition, but in his ability to serve the 
only sovereign boss of the capitalist economy: the consumer. The 
businessman, no matter how great his powers may appear, must 
cater to the whims and wishes of the buyers. To neglect them spells 
disaster to him. 

A well-known example may illustrate the case. Henry Ford rose 
to fame, wealth, and power when he produced millions of cars that 
people liked and desired. But during the late 1920’s their tastes and 
preferences began to change. They wanted a greater variety of big- 
ger and better cars which Ford refused to manufacture. Consequent- 
ly, while other companies such as General Motors and Chrysler 
grew by leaps and bounds, the Ford enterprise suffered staggering 
losses. Thus the power and reputation of Henry Ford declined, for 
a time, as rapidly as it had grown during the earlier decades. 

It is true that a businessman probably can afford to disregard or 
disappoint a single buyer. But he must pay the price in the form of 
lower sales and earnings. If he continuously disappoints his buy- 
ers, he will soon be eliminated from the rank of entrepreneurs. 

It is also true that a businessman may be rude and unfair toward 
an employee. But he must pay a high price for his arbitrariness. His 
men tend to leave him and seek employment with competitors. In 
order to attract the needed labor, the businessman in ill repute will 
have to pay a preminum above the wages paid by more considerate 
competitors. But higher costs lead to his elimination. If he pays 
lower wages, he loses his efficient help to his competitors, which, 
too, entails his elimination. 

A successful businessman is dependable, reliable, and fair. He 
endeavors to earn the trust and goodwill of his customers as well 
as of his workers. In fact, the businessman’s striving for goodwill 
may shape a colorless personality. In order to avoid controversy 
and hostility, he mostly withholds or even refrains from forming 
an opinion on political or economic issues. Many businessmen aim 
to be neutral with regard to all controversial problems and issues. 


Capitalism a Haven for Workingman 


A capitalist society is a haven for workingmen who are the 
greatest beneficiaries of its order. One merely needs to compare 
the working and living conditions of the American worker with 
those of his colleagues in noncapitalistic countries, such as India or 
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China. He is the prince among the world’s laborers; his work week 
is the shortest, his physical exertion the least, and his wages are by 
far the highest. 

The millionaire is less enviable in capitalism than in noncapi- 
talist societies. His wealth mainly consists of capital investments 
which he must defend continuously in keen competition with other 
businessmen. His consumptive wealth, which ts a minor fraction 
of his total wealth, probably is rather modest. But the Indian 
millionaire, most likely a rajah, is not concerned with production 
and competition. He resides in a huge mansion, surrounded by his 
harem and catered to by dozens of eager servants. He certainly 
does not envy the American industrialist, however great the latter’s 
wealth may be. 

Socialism, whether of Marxian, Fabian, Nazi, or Fascist brand, 
does not promote equality, but instead creates tremendous ine- 
qualities. It gives rise to a new class of political and economic 
administrators whose powers of economic management are un- 
limited and absolute. It eliminates the sovereign power of consum- 
ers and the agency powers of businessmen. It substitutes omni- 
scient rulers and an omnipotent state for the people’s freedom of 
choice and discretion. 

It may be true that the Marxian worker actually strives for the 
realization of such a society; but contrary to Niebuhr’s beliefs, his 
endeavors certainly benefit neither society nor himself. Blinded 
and misguided by socialist syllogisms, he promotes a social order 
that will enslave and impoverish him. Thus he destroys the very 
order that has freed him from serfdom and starvation. 
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Economics for the Teachable 
by Leonard E. Read 


he teachable—those who aspire to an ever greater under- 

standing—are those with an awareness of how little they 

know.! Lest teachableness and lowliness or inferiority be 
associated, consider the case for teachableness and wisdom as 
having a relationship. 

Said Socrates, “This man thinks he knows something when he 
does not, whereas I, as | do not know anything, do not think I do, 
either.” For such acknowledgments of fallibility, Socrates was ac- 
claimed a wise man. He and many others—for instance, Lecomte 
du Nouy and Robert Milliken, scientists of our time—discovered, 
as they expanded their own consciousness, that they progressively 
exposed themselves to more and more of the unknown. Edison’s 
fact-packed, inquiring, ever-curious mind concluded that, “We 
don’t know a millionth of one per cent about anything. We are just 
emerging from the chimpanzee state.” These teachable persons 
came to realize how little they knew and that, perhaps, is a mea- 
sure of wisdom. 

For the student of economics, this poses an interesting question: 
Is it possible to have a workable, productive economy premised on 
a society of teachable individuals, those who are aware that they 
know very little? 

We can assume that such an economy would differ markedly 
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trom the planned society of egotists or know-it-alls, those at the 
other end of the intellectual spectrum, the ones who see no diffi- 
culties at all in arranging the lives of everyone else in accord with 
their designs. Further, they are quite willing to resort to the police 
force to implement their schemes for improving society by nation- 
alizing it. 

A group of seven economists, for example, recently voiced this 
view: “The federal government is our only instrument for guiding 
the economic destiny of the country.” 


Some of the Problems 


Government, in such a role, must be staffed largely with those 
who are unaware of how little they know, who have no qualms 
about their ability to plan and regulate the national economic 
growth, set wages, prescribe hours of work, write the price tags 
for everything, decide how much of what shall be produced or 
grown, expand or contract the money supply arbitrarily, set 
interest rates and rents, subsidize with other peoples” earnings 
whatever activity strikes their fancy, lend billions in money not 
voluntarily entrusted to them, allocate the fruits of the labor of all 
to foreign governments of their choice—in short, decide what 
shall be taken from each Peter and how much of the “take” shall 
be paid to each Paul. 

Government control and ownership of the means of production 
is socialism, sometimes called “state interventionism” or “com- 
munism,”” depending on the degree of disparagement intended. It 
rests on the premise that certain persons possess the intelligence to 
understand and guide all human action. Socialism or state inter- 
ventionism is advocated by those who sense no lack of this pre- 
science in themselves, by the naive followers of such claimants, by 
the seekers of power over others, by those who foresee an advan- 
tage to themselves in such manipulations, and by the ‘‘do-good- 
ers” who fail to distinguish between police grants-in-aid and the 
Judeo-Christian principles of charity. All in all, they are a consid- 
erable number, but still a minority of the tens of millions whose 
lives they would regulate. 

The most important point to bear in mind is that socialism 


~ See First National City Bank Letter for August 1959, p. 90. 
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presupposes that government or officialdom is the endower, dis- 
penser, and the source of men’s rights, as well as the guide, con- 
troller, and director of their energies. This is the Supremacy of 
Egotism: The State is God; we are the State! 

Let us then examine the competency of a typical egotist. It 
matters not whom you choose—a professor, a professional poli- 
tician, a Napoleon, a Hitler, a Stalin—but the more pretentious 
the better.’ Simply admit some supreme egotist into your mind’s 
eye and take stock of him. Study his private life. You will usually 
discover that his wife, his children, his neighbors, those in his hire, 
fail to respond to his dictates in ways he thinks proper.‘ This is to 
say, the egotist is frequently a failure in the very situations nearest 
and best known to him. Incongruously, he then concludes that he 
is called to manage whole societies—or even the world! Fie on 
anything small enough to occupy an ordinary man! 


The Planner’s Incompetence 


Let's further test the knowledge of the egotist. He wants to plan 
production; what does he know about it? For example, there is a 
company in the United States which manufactures well over 
200,000 separate items. No one person in the company knows 
what these items are and there is no individual on the face of the 
earth who has the skills, by himself, to make any one of them.’ It’s 
a safe bet that the egotist under examination has never been closer 
to this company than a textbook description by some fellow ego- 
tists. Yet, he would put this intricate, voluntary mechanism under 
the rigid control of government and would have no hesitancy at all 
In accepting the post of Chief Administrator. He would then ar- 
bitrarily allocate and price all raw materials and manpower and, 
after long and complicated statistics of the past, arbitarily allocate 
and price the more than 200,000 items, most of which he never 
knew existed. Involved in the operations of this company alone—a 
mere fraction of the American economy—are incalculable human 


3 “A high-brow is a low-brow plus pretentiousness,” said H. G. Wells. . . 

* Napoleon’s domestic affairs were a mess and his numerous family drove him to dis- 
traction; Hitler was an indifferent paper hanger; Stalin tried first theology and then train 
robbery before he elected bureaucracy and dictatorship; many bureaucrats charged with 
great affairs have no record of personal success. 

$S See my “I, Pencil” for a demonstration that no one person knowns how to make an 


item even as simple as a wooden lead pencil. 
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energy exchanges, many billions of them annually; but the egotist 
would manage these with a few “big man” gestures! Such cursory 
attention he would find necessary for, bear in mind, he also would 
have under his control the lives, livelihoods, and activities of the 
millions of individuals not directly associated with this company. 

Next, what does the egotist know about exchange? In a special- 
ized or division-of-labor economy like ours, exchange cannot be 
carried on by primitive barter. It is accomplished by countless 
interchanges interacting on one another with the aid of a generally 
accepted medium of exchange or money. The socialistic philoso- 
phy of the egotists presupposes that there are persons competent to 
regulate and control the volume and value of money and credit. 
Yet, surely no one person or committee is any more competent to 
manipulate the supply of money and credit to attain a definite end 
than he or a committee is able to make an automobile or a wooden 
lead pencil! 

An economy founded on the premise of know-it-allness is pa- 
tently absurd. 

But, can there be a sensible, rational economy founded on the 
premise of know-next-to-nothingness? An economy that would 
run rings around socialism? In short, is there a highly productive 
way of life which presupposes no human prescience, no infallibil- 
ity, nothing beyond an awareness that it is not the role of man to 
pattern others in his own image? There ts such a way! 


The Creator as Sovereign 


Contrary to socialism, this way of life for teachable people, who 
concede their fallibility, denies that government, staffed by fallible 
people, is the source of men’s rights. It holds, instead, that men 
‘are endowed by their Creator with certain unalienable rights, 
that among these are Life, Liberty, and the pursuit of Happiness. 
That to secure these rights, governments are instituted among 
men... .” With this as a premise, sovereignty—the source of 
rights—rests with the Creator; government is but a man-made 
means to protect this arrangement between man and his Creator. 
When Creativity is assumed to exist over and beyond the con- 
scious mind of man, a whole new concept of man’s relationship to 
man emerges. Man, once he conceives of himself in this setting, 
knows that he is not knowledgeable but, at best, is only teachable. 


Leonard E. Read / 135 


The greatest conscious fact of his life is his awareness of the Un- 
known. 

To illustrate, let us observe how such a person “builds” his own 
house. He does not think of himself as actualy having built it. No 
man living could do that. He thinks of himself as having done only 
an assembly job. He is aware of numerous preconditions, two of 
which are: 


1. The provision of his materials. Others cut trees, sawed them 
into boards which were kiln dried, planed, grooved, held in wait- 
ing, delivered. Some mined ore, assembled blast furnaces from 
which came the metals for saws, planes, pipes, tubs, nails, hard- 
ware. There were those who assembled the machinery to mine the 
ore and those who assembled the machine tools to make the ma- 
chinery. There were those who saved the fruits of their labor and 
loaned or invested it that there might be these tools. There were 
the growers of flax and soybeans, the extractors of their oils, 
chemists, paint makers. Others wrote books about mixing con- 
crete, architecture, engineering, construction. There were publish- 
ers, typesetters—how does one make a linotype machine?—on 
and on, creative energies and energy exchanges through time and 
space, ad infinitum! 

2. A reasonable absence of destructive energies. No thieves 
stole his supplies. Those who supplied him had not defrauded him 
nor had they misrepresented their wares. Violence, like coercively 
keeping men from working where they chose (strikes) or like co- 
ercively keeping men from freely exchanging the products of their 
labor (protectionism) had not succeeded in denying these services 
to him. In short, interferences with creative efforts and exchanges 
had not reached the point where a house was impossible. 


The man who knows how little he knows is aware that creative 
energies, and creative energy exchanges, work miracles if unham- 
pered. The evidence is all about him. There is his automobile, the 
coffee he drinks, the meat he eats, the clothes he wears, the sym- 
phony he hears, the books he reads, the painting he sees, the 
perfume he smells, the velvet he touches and, above all, the insights 
or inspiration or ideas that come to him—from where he does not 


know. 
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Respect for the Unknown 


The teachable person looks with awe upon all creation. He 
agrees that “only God can make a tree.” And he also understands 
that, in the final analysis, only God can build a house. Nature, 
Creation, God—use your own term—f not interfered with, will 
combine atoms into molecules which then configurated in one 
manner will form a tree, in another manner a blade of grass, in still 
another manner a rose—mysteries upon mysteries! And, there are 
demonstrations all around him that the creative energies of men, 
when not interfered with, do, through space and time, configurate, 
in response to human necessity and aspiration, to form houses, 
symphonies, foods, clothes, airplanes—things in endless profusion. 

The teachable person is likely to be aware of some wonderful 
cosmic force at work—a drawing, attracting, magnetic power— 
attending to perpetual creation. He may well conceive of himself 
as an agent through whom this power has the potentiality of flow- 
ing and, to the extent this occurs, to that degree does he have an 
opportunity to share in the processes of creation. As agent, his 
psychological problem is to rid himself of his own inhibitory in- 
fluences—fear, superstition, anger, and the like—in order that this 
power may freely flow. He knows that he cannot dictate to it, 
direct it, or even get results by commanding, “Now I shall be 
inspired” or “Now I shall create a symphony” or “Now I shall 
discover a cure for the common cold” or “Now I shall invent a 
way of impressing upon others how little they know.” He is quite 
certain he must not thwart this power as it pertains to his own 
personal being. 

Society-wise, the teachable human being, the one who conceives 
of himself as agent through whom this mysterious, creative power 
has the potentiality of flowing, concedes that what applies to him 
must, perforce, apply to other human beings; that this same power 
has the potentiality of flowing through them; that his existence, 
his livelihood, his own opportunity to serve as an agency of the 
power, depends on how well these others fare creatively. He real- 
izes that he can no more dictate its flow in others than in himself. 


6 « - P , 
If I may coin a new English word to translate a much nicer old Greek word, ‘wanting- 
to-know-it-ness’ was their characteristic; wonder... was the mother of their philosophy.” 


The ee of the Greek by T. R. Glover (New York: The Macmillan Company, 1942), 
pp. 6-7. 
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He knows only that he must not thwart it in others and that it is 
to his interest and theirs, and to the interest of all society, that 
there be no thwarting of this force in others by anyone. Leave this 
power alone and let it work its miracles! 


Thwarting Creative Action 


Creative action cannot be induced by any form of authoritari- 
anism, be the commands directed at oneself or at others. However, 
any idiot can thwart these actions in himself or in others, precisely 
as he can thwart the forces of creation from manifesting them- 
selves as a tree. He can prevent a tree from being, but he can’t 
make it be. Coercive force can only inhibit, restrain, penalize, 
destroy. It cannot create! 

The teachable individual imposes no inhibitions, restraints, or 
penalties on creative actions. He leaves them free to pursue their 
miraculous courses. 

The man who knows how little he knows would like to see the 
removal of all destructive obstacles to the flow of creative energy 
and energy exchanges. But even this he doesn’t quite know how to 
accomplish. He would rely mostly on an improved understanding 
of all Golden Rule, the Ten Commandments, and other consistent 
ethical and moral principles. He hopes that more and more per- 
sons eventually will see that even their own self-interest is never 
served by impairing the creative actions of others, or living off 
them as parasites. 


Government’s Limited Role 


In summary, then, the teachable person is content to leave cre- 
ative energies and their exchanges untouched; and he would rely 
primarily on ethical precepts and practices to keep these energy 
circuits free of destructive invasion. The governmental apparatus 
would merely assist these precepts and practices by defending the 
life and property of all citizens equally; by protecting all willing 
exchange and restraining all unwilling exchange; by suppressing 
and penalizing all fraud, all misrepresentation, all violence, all 
predatory practices; by invoking a common justice under written 
law; and by keeping the records incidental thereto. | 

Very well. So far, in theory, creative energies or actions and their 
exchanges are left unhampered. Destructive actions are self- 
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disciplined or, if not, are restrained by the societal agency of law 
and defensive force. Is that all? Does not the person who is aware 
of how little he knows have to know a lot of economics? 


Why Pay for Things? 

The man, mentioned previously, who “built”’ his own house, 
has about as much economic understanding as is necessary. He 
reflects on all the countless antecedent services which he assem- 
bled into a finished home. Originally, all of these items came from 
Nature. They were there when the Indians foraged this same ter- 
ritory. There was no price on them in their raw state—they were 
for free, so to speak. Yet, he paid—let us say—$10,000 for them. 

What was the payment for? Well, when we slice through all the 
economic terms, he paid for the human action that necessarily had 
to be applied to things of the good earth. He paid for actions and 
energies which he himself did not possess, or possessing, did not 
choose to exert. Were he limited to his own energies to bring about 
the services antecedent to his assembly of them, he could not have 
built such a home in a thousand lifetimes. 

These human actions for which he paid took several forms. 
Generalizing, his $10,000 covered salaries and wages that had 
been paid for judgment, foresight, skill, initiative, enterprise, re- 
search, management, invention, physical exertion, chance discov- 
ery, know-how; interest that had been paid for self-denial or wait- 
ing; dividends that had been paid for risking; rent that had been 
paid for locational advantage—in short, all of the $10,000 covered 
payments for one or another form of human action. Literally mil- 
lions of individuals had a hand in the process. 


Let the Market Decide 


The major economic problem—the root of economic hassles— 
reduced to its simplest terms, revolves around the question of who 
is going to get how much of that $10,000. How is economic justice 
to be determined? What part shall go to the grower of soybeans, to 
the investor in a saw mill, to the man who tends the machine that 
pours nails into wooden kegs, to the inventor of the machine, to 
the owner of the paint plant? Who shall determine the answers? 

How much economics does one have to know to settle, in one’s 
own mind, how and by whom economic justice shall be rendered? 
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He has to know only this: Let the payment for each individual's 
contribution be determined by what others will offer in willing 
exchange. That’s all there is to an economy for those who know 
they know not. It is that simple.” 

The concept underlying such an economy—never formalized 
until the year 1871—is known as the marginal utility theory of 
value. It also goes by two other names: “the subjective theory of 
value” and “the free market theory of value.” Testimony to its 
simplicity was given by Eugen von Bóhm-Bawerk, one of its great- 
est theoreticians: 


And so the intellectual labor that people have to perform in esti- 
mating subjective value is not so astounding as may appear... 
incidentally, even if it were a considerably greater task than it ac- 
tually is, one could still confidently entrust it to “John Doe and 
Richard Roe.” . . . For centuries, long before science set up the 
doctrine of marginal utility, the common man was accustomed to 
seek things and abandon things . . . he practiced the doctrine of 
marginal utility before economic theory discovered it.8 


The labor theory of value held scholarly sway prior to this free 
market theory. It contended that value was determined by the 
amount of effort expended or fatigue incurred. For example, some 
persons made mud pies, others, mince pies. The same effort, let us 
assume, is expended in the preparation of each. Under the labor 
theory of value the mud pie makers should receive the same return 
for their efforts as the mince pie makers. The only way to accom- 
plish this—consumers being unwilling to exchange the fruits of 
their labor for mud pies—is for the government to subsidize the 
mud pie makers by taking from the mince pie makers. Karl Marx 
elaborated upon and helped systematize this theory—governments 
taking from the productive and subsidizing the less productive. 

The labor theory of value, proved over and over again to be the 
enemy of both justice and sound economics, nonetheless, contin- 
ues to gain in popular acceptance. Emotional reactions to effort 


” There are some who will contend that one must understand money, the medium of 
exchange. This, also, is an impossible requirement. For extended comments on this point of 
view, see my Government: An Ideal Concept (Irvington-on-Hudson, N.Y.: Foundation for 


Economic Education, Inc., 1954), pp. 80-91. i 
8 From pages 203—4, Vol. I, Capital and Interest by Eugen von Böhm-Bawerk. 
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expended and fatigue incurred do not readily give way to reason. 
Sentimental thoughts, such as “the poor, hard-working farmers,” 
set the political stage for agricultural subsidies. Similarly, sympa- 
thies which emanate from such outmoded and erroneous reflec- 
tions as “the down-trodden laboring man” condition most people 
to accept the coercive powers allowed labor unions. 

Practice of the labor theory of value is rationalized by spenders, 
inflationists, Keynesians, egotists, on the ground that it puts pur- 
chasing power in the hands of those who will spend it. As set forth 
earlier, this man-concocted system of forcibly controlling creative 
human action—interventionism, socialism, communism—presup- 
poses all-knowing bureaucrats but, to date, not a single one has 
been found, not even a reasonable facsimile. 

The free market, on the other hand, is for the teachable, who 
know their own limitations, who feel no compulsions to play God, 
and who put their faith in voluntary, willing exchange—a manner 
of human relationships that miraculously works economic won- 
ders for all without requiring infallibility of anyone. 


16 


The Morality of Capitalism 


by E. Barry Asmus and 
Donald B. Billings 


powerful and factual case has been made for the remark- 

able and unprecedented economic progress which inevi- 

tably follows the adoption of competitive capitalism and 
its central institutions of private property and voluntary social 
arrangements. Even Karl Marx, in the Communist Manifesto, pro- 
nounced capitalism a great “engine of growth.” Undeniably, how- 
ever, the market system of capitalism continues to be viewed as 
materialistic, ethically unjust, and consequently immoral by great 
numbers of people all over the world. This view is especially strong 
among the majority of so-called intellectuals. 

Never mind the historical fact that systems other than capitalism 
trample freedoms, spawn totalitarian political regimes, reduce op- 
portunity, and make a mockery of economic efficiency. Despite the 
evidence that central planning and economic equality lead to gov- 
ernment intervention in private actions, and often ruthless dicta- 
torship, the committed socialist of the left or right nevertheless 
believes that a small dose of socialism will one day glorify the 
human situation. 

Interestingly, an increasing number of America’s intellectual 
elite, known for their belief in “the mixed economy,” “the middle 
way” or “economic democracy,” are emerging from the socialist 


Dr. Barry Asmus is Senior Economist for the National Center for Policy Analysis and a 
national speaker based in Phoenix, Arizona. Dr. Don Billings used to teach college-level 
economics and now is a banking consultant in the Pacific Northwest. | 

This arude ıs taken from their book, Crossroads: The Great American Experiment, 
published in 1984 by University Press of America. Reprinted by permission of the publisher. 
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closet. They either admit to being socialists or, at the very least, are 
expressing preferences for an institutional mix other than free 
markets. Motives aside, their contention is that capitalism is in- 
herently unfair. Without a moral basis, say the critics, the private 
property, free-market system could never be compassionate. 

In the past, defenders of competitive capitalism have been just as 
guilty as anyone for perpetuating this wrong-headed view. They 
have literally spent thousands of hours extolling the virtues of the 
efficiency of capitalism, free markets, and of the socially useful 
information generated by prices, wages, interest rates, profits, and 
losses. Pontificating on the efficiency aspects of capitalism, its sup- 
porters have failed to devote enough time and attention to the 
morality of the system. If the case for the morality of capitalism is 
not made, either through comparisons to its real world alterna- 
tives or on the basis of principle, then the probability of the great 
American experiment surviving is slim indeed. 


The Moral Case for Capitalism 


In fact, it should be clear that the most important part of the 
case for economic freedom is not its vaunted economic efficiency 
nor its dramatic success in promoting economic wealth and well- 
being, but rather that capitalism is consistent with certain funda- 
mental moral principles of life itself. These are principles that 
respect the dignity and individuality of each person and that don’t 
try to manipulate people as objects but recognize a person’s rights 
and values. They seek to use persuasion and voluntary exchange 
rather than coercion and force. Competitive capitalism thrives on 
the non-aggression principle of human freedom. 

The requirement that transactions in the private property mar- 
ket order must be voluntary guarantees that the moral and phys- 
ical autonomy of persons is protected from violent attack by oth- 
ers. Force is inadmissible in human relationships under a regime 
of capitalism. Personal freedom, and therefore economic and po- 
litical freedom, is not “ethically indifferent,” but a necessary con- 
dition of morality. Violence or the use of force against other 
individuals, which necessarily denies the most fundamental char- 
acter of human freedom, the safety of persons and their property, 
is Inconsistent with a moral order. The moral life requires that 
individuals act and make choices free of external intimidation and 
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coercion. Friedrich Hayek reminds us of certain fundamental con- 
ditions of the moral life: “It is only where the individual has 
choice, and its inherent responsibility, that he has occasion to 
affirm existing values, to contribute to their further growth, and to 
earn moral merit.” Moral choice presumes the necessary freedom 
to exercise our responsibilities. 

The free market system, in which only voluntary and mutually 
beneficial exchange is permitted, is consistent with freedom-of- 
choice, and, therefore, offers the greatest potentiality for a moral 
order in which the integrity of the individual conscience js re- 
spected. Hayek, in a warning to us about the undesirable conse- 
quences of a planned, socialist order, wrote in The Road to Serf- 
dom that only: 


. .. where we ourselves are responsible for our own interest . . . has 
our decision moral value. Freedom to order our own conduct in the 
sphere where material circumstances force a choice upon us, and 
responsibility for the arrangement of our own life according to our 
own conscience, is the air in which alone moral sense grows and in 
which moral values are daily recreated in the free decision of the 
individual. Responsibility . . . to bear the consequences of one’s 
own decisions [is] the very essence of any morals which deserve the 
name. 


It is frequently asserted that the materialistic character of capital- 
ism is at the very least amoral. However, it is surely an error to 
blame a social system for being too concerned with material things 
simply because the individuals in that system remain free to decide 
for themselves those goals which are to be pursued. 

The practice of blaming capitalism for being materialistic is to 
miss the point. Most would agree that capitalism does have a 
record of organizing resources efficiently. It is also important to 
note that very few people go hungry under this system. In com- 
parison, socialism fails on both counts. Yet, material abundance is 
admittedly but ove of the positive attributes of living. In most 
societies with which we are familiar, it is only a minority who are 
not concerned with economic growth and material gain. As much 
or even more than market economies, socialist nations of both the 
left and right place most of their emphasis on economic growth, 
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industrial production, and personal sacrifice in the pursuit of ma- 
terial ends. 

Unfortunately, the people in planned societies who are not ma- 
terially oriented, those, for example, who might want to pursue 
the life of a recluse, take a vow of poverty, or seek some spiritual 
end, are persecuted. Freedom, it seems, is more important to the 
minority of those who do not have material objectives than it is to 
those who do. Only in a decentralized, pluralistic, private property 
order can inalienable rights of these persons who are different be 
secure. But whatever the goals of individuals, whether virtuous, 
materialistic, or whatever, the market still seems to be the most 
humane way mankind has found for dealing with the economic 
problems of scarcity and the efficient allocation of resources. 


The Humane Effects of Freedom 


One of the great advantages of a social system characterized by 
social cooperation through mutually beneficial exchange is the 
opportunity and scope for sympathy, beneficence, and human 
friendships. Indeed, the libertarian scholar Murray Rothbard re- 
minds us that “. . . it is far more likely that feelings of friendship 
and communion are the effects of a regime of contractual social 
cooperation rather than the cause.” Each individual has a unique- 
ness. In that sense, it is difficult for anyone else to say what will or 
will not lead to another’s fulfillment. 

Naturally, when we disagree with a person’s actions, there exists 
the tendency to save that person from himself. Fortunately, capi- 
talism tends to favor those who respect the sanctity of the other 
person’s autonomy because of the respect for and enforcement of 
private property rights. The deterioration in many socially useful 
conventions, and the decay of morality which people have felt in 
recent years, are partially the result of our shift in thinking from 
personal to social responsibility. As persons are told their behavior 
and circumstances are not their fault, behavior is modified, society 
is indicted, and government is viewed as the only institution ca- 
pable of solving the problem. 

The work ethic, encouraged by the institution of private prop- 
erty, represents an important source of moral responsibility as well 
as a continuous reminder that our actions always entail costs. The 
essential ingredients of a free market order define a set of social 
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institutions which encourage mutual respect for each and every 
individual. In contrast with all other economic systems, competi- 
tive capitalism operates on a set of rules which encourages mutual 
respect for persons with whom we interact. 

The processes by which we satisfy material wants through social 
cooperation do not exhaust the goals which individuals might 
hope to achieve. The search for personal happiness and inner 
peace, for example, must be found within the individual alone. 
Nevertheless, mankind’s social relationships are generally far 
more peaceful under a system of private property and free trade. 
The period between the Napoleonic Wars and World War I, the 
heyday of competitive capitalism, represented a century relatively 
free of the brutality of war. Furthermore, competitive capitalism 
was the first social system in human history to direct an individ- 
ual’s desire to become rich by peacefully supplying greater quan- 
tities of goods and services for other human beings. 

The market process has been especially productive in providing 
greater abundance for the working class and the poor. Unfortu- 
nately, the alternative to serving other people’s wants through 
voluntary exchange is to try to control their lives through the use 
of force. Wherever socialism has prevailed, it has invariably meant 
lower living standards for most people, and the subjugation of the 
many by the privileged few. A socialist country of the left or right, 
with few if any exceptions, means a totalitarian political regime in 
which other civil and human freedoms disappear and a form of 
slavery ensues. 


Capitalism and Religion 


The case for morality and justice of the system of capitalism 
rests on the intimate and complementary connection between pri- 
vate property and voluntary arrangements, and the sovereignty of 
the individual over his own life. We tend to take the concept of 
individuality for granted, but in reality, this concern and interest 
for the individual came into its own only with the rise of capital- 
ism. In fact, the market system, far from dehumanizing man, fi- 
nally allowed him to assume his full individuality. The individual 
conscience and its potential for discerning right and wrong, which 
was recognized during the early Christian period, came to full 
fruition under the system of competitive capitalism. 
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The “dawn of conscience,” that point in history in which indi- 
viduals were first argued to be morally free and, therefore, respon- 
sible for their actions, first appeared in Egypt and was later bor- 
rowed and developed by the Jews. Later Jesus and the Apostle Paul 
outlined a view which recognized the unique personality of each 
human being. Essentially, this account represented an individual- 
istic view of mankind which maintained that the individual’s soul 
is the most important thing about him. Christianity provided an 
environment in which individuals, in order to gain salvation, made 
choices from a position of free will. 

Not only did the church discover that individual souls were 
worth saving, but Christianity also implanted the concept of the 
“rule of law.” This attention to the notion of legality also proved 
to be important in the development of the idea of freehold prop- 
erty and the land deed in the Western world. Admittedly, these 
contributions were largely to protect the church and its institutions 
and property from the power of the secular State. But over time, 
the principles of the “rule of law,” and the private ownership of 
property were progressively expanded to the relationships be- 
tween individuals. There is a distinct and important connection 
between the Judeo-Christian morality and a free-market economy. 
This relationship rests on the established view of the central im- 
portance of the individual in the analysis of social relationships. 

The system of free and open markets is most conducive to the 
perfection, or at least improvement, of man’s free will, which tends 
to generate and make moral behavior possible. One can learn 
correct behavior only if one is allowed to make mistakes and, 
hopefully, to learn from them. After all, one possible consequence 
of making a mistake is wisdom. Unfortunately, the larger the in- 
fluence of government in peoples’ lives, the less opportunity there 
exists for an unhindered and free exercise of a person’s moral 
faculties. 

Society itself cannot be moral or immoral; only individuals are 
moral agents. Following the argument developed by Arthur Shen- 
field, it would appear that in an economic system, “. . . if its 
essential characteristics on balance positively nurture or reinforce 
moral or immoral individual behavior, [then] . . . it is a moral or 
immoral system in its effects.” Competitive capitalism, under the 
rule of law, positively nurtures moral behavior and, therefore, can 
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be moral in its effects. Where justly acquired property rights are 
defended, and where contracts are enforced, and where the rule of 
law applies, then “the voluntary nature of capitalist transactions 
propels us into respect for others.” 


Morality and Personal Taste 


It is, of course, impossible to argue that a system of competitive 
capitalism will always produce values and behavior of which we 
would individually approve. However, it is important that we 
tolerate the “‘undefendable,” undesirable or annoying behavior of 
others as long as it is peaceful. An individual should not violate 
what the nineteenth-century sociologist Herbert Spencer called his 
“law of equal freedom,” which states that “. . . every man has 
freedom to do all that he wills, provided he infringes not the equal 
freedom of any other man.” Consequently, peaceful, non-violent 
human action is not a crime. Those who really believe in freedom 
must oppose coercive acts which would deny the possibility of a 
moral life by preventing that freedom of choice which morality 
requires. Given the uniqueness of individuals and the varied goals 
they pursue, we must allow actions which, while permissible in a 
free society, are offensive to personal tastes. 

Lysander Spooner, a great and passionate defender of individual 
liberty during the nineteenth century, recognized an important 
distinction: the criminal and/or violent invasion of one’s person or 
property is different in kind from behavior, “. . . whilst perhaps 
immoral in some broader sense, must be allowed to flourish, and 
even be given the full protection of the law.” Morality is impos- 
sible unless one has the freedom to choose between alternative 
courses of action without external coercion. It was the great hu- 
manitarian, Albert Schweitzer, who said that civilization can only 
revive when there shall come into being a number of individuals 
who would develop a new tone of mind, independent of and in 
opposition to, the prevalent one among the crowd—a point of 
view which gradually wins influence over the collective mind and 
in that manner determines its character. 

Only a movement grounded in a revised ethical perspective can 
rescue us from this relentless slide into collectivism. Necessarily, 
the revised moral point of view will come into existence only by 
individual choice. Once again, we encounter the proposition that 
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it is the free market economic system of private property and 
voluntary exchange which maximizes the potential for leading a 
moral life. 

The effects and results of the competitive process under 
capitalism are generally consistent with a moral order, but even 
when they are not it is still terribly important to oppose coercive 
restrictions of human behavior unless they violate the law of 
equal freedom. Diverse lifestyles and unique opinions represent 
one of the main arguments for human liberty. It is under a system 
of private property and free markets where sometimes annoying 
or even obnoxious activities are protected by the laws of a free 
society. 


Morality and Its Alternatives 


In summary, the system of institutional arrangements called 
“capitalism,” a disparaging reference for many people, is unques- 
tionably more consistent with morality and justice in our social 
arrangements than any alternative set of social institutions pres- 
ently conceivable to us. The obviously immoral character of the 
socialist dictatorships in Poland, Cuba, East Germany, the Peo- 
ple’s Republic of China, the Soviet Union, the Ayatollah’s Iran, 
and the right-wing fascist dictatorships in countries like Argentina 
and Chile,where the most elementary human freedoms are sup- 
pressed, and where millions of human beings have been murdered 
in the name of a new social order, documents the case for the free, 
open, and decentralized market system. [Ed. note: As of 1992, 
only Cuba and the People’s Republic of China still fit the descrip- 
tion. | 

Poverty and brutality are repulsive. From any point of view, 
starving children must be viewed with anguish. We ask then, under 
what economic systems are the greatest number of people leading 
lives with sufficient food, self-chosen occupations, and the greatest 
degree of inward and outward independence? In which countries 
do individuals have the opportunity to be free, really free? Have 
the socialist countries delivered this choice, mobility, and indepen- 
dence? Or, in fact, is it best nurtured in an open market, private 
property, and limited government social order? 
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Within the Limits of Right 


These questions have already been answered. The Soviet Union 
talked about “freedom” and “democracy,” but they didn't seem to 
have much of an immigration problem. Communist East Ger- 
many, on the other hand, had to build massive steel and concrete 
walls and guard them continuously to prevent an exodus of their 
people. Even in the so-called “social democracies,” the construc- 
tion of peaceful and egalitarian systems is failing. In recent years 
the declining French economy, under a more intense Mitterrand 
brand of socialism, has been on international display. The myth of 
the Swedish utopia has been fully revealed for what it really is in 
The New Totalitarians by Roland Huntford. 

The great French economist and social critic Frederic Bastiat, 
writing in the nineteenth century, captured what would be the 
desirable characteristics of a truly just and moral order. He asked 
an important question: 


... Which countries contain the most peaceful, the most moral, and 
the happiest people? Those people are found in the countries where 
the law least interferes with private affairs; where the government 
is least felt; where the individual has the greatest scope, and free 
opinion the greatest influence; where the administrative powers are 
fewest and simplest; where taxes are lightest and most nearly equal; 

. where individuals and groups most actively assume their re- 
sponsibilities, and, consequently, where morals of . . . human be- 
ings are constantly improving; where trade, assemblies, and asso- 
ciations are the least restricted; . . . where mankind most nearly 
follows its own natural inclinations; ... in short, the happiest, most 
moral, and most peaceful people are those who most nearly follow 
this principle: Although mankind is not perfect, still, all hope rests 
upon the free and voluntary actions of persons within the limits of 
right; law or force is to be used for nothing except the administra- 
tion of universal justice. 


Understanding that the case we have made for the moral basis of 
capitalism requires further refinement, we defer to the wisdom of 
St. Augustine. He argued that material well-being does not neces- 
sarily bring better choices, a finer morality, or even more happi- 
ness. Referring to earth and the human predicament, he writes: 
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“The things which the earthly city desires cannot justly be said to 
be evil, for it is itself, in its own kind, better than all other human 
goods. For it desires earthly peace for the sake of enjoying earthly 
goods. It is all right for men to seek these things, for they are good 
things, and without doubt, the gifts of God. But there is something 
better and that is the heavenly city which is secured by eternal 
victory and peace never ending.” That kind of morality is between 
each person and his God. Salvation is quite another matter. 


The Exciting Study of Freedom 


Despite the arguments of Bastiat, Hayek, Shenfield, and others, 
a very interesting and important question remains to be asked. 
Why has a system of social organization which has produced his- 
torically unprecedented increases in living standards in those coun- 
tries where the principles were practiced, and which simultane- 
ously did so much to reduce man’s inhumanity to man during its 
ascendancy, come to have such a low standing in the minds of so 
many millions of people? Hayek is surely right when he insists that 
we must once again make the study of freedom an exciting intel- 
lectual issue. Not just for economic, philosophical, or historical 
reasons, but for the billions of people who, whether they know it 
or not, must faintly perceive that ideas do have consequences, and 
that their lives are bound to be affected dramatically by the scrib- 
blings of philosophers. “Liberty,” said Alexis de Tocqueville, 
“cannot be established without morality, nor morality without 
faith.” 

If America is to survive, its indisputably modern elements must 
be conjoined with what Russell Kirk calls the “permanent things,” 
and George Nash calls “‘. . . the spiritual things and the institutions 
that sustain them.” 


About The Foundation for Economic Education 


The Foundation for Economic Education (FEE) is a “home” for 
the friends of freedom everywhere. Its spirit is uplifting, reassur- 
ing, and contagious: FEE has inspired the creation of numerous 
similar organizations at home and abroad. 

FEE is the oldest conservative research organization dedicated 
to the preservation of individual freedom and the private property 
order. It was established in 1946 by Leonard E. Read, and guided 
by its adviser, the eminent Austrian economist Ludwig von Mises. 
Both served FEE until their deaths in 1983 and 1973, respectively. 

Throughout the years the mission of FEE has remained un- 
changed: to study the moral and intellectual foundation of a free 
society and share its knowledge with individuals everywhere. It 
avoids getting embroiled in heated political controversies raging in 
Washington; located in Irvington-on-Hudson, New York, FEE has 
always remained a purely educational organization. 

We have a duty to speak and teach clearly and courageously. 
Our adviser, Ludwig von Mises, charged us at the conclusion of 
his great work on socialism: 


Everyone carries a part of society on his shoulders; no 
one is relieved of his share of responsibility by others. 
And no one can find a safe way for himself if society is 
sweeping towards destruction. 

Therefore, everyone, in his own interests, must thrust 
himself vigorously into the intellectual battle. None can 
stand aside with unconcern; the interests of everyone 
hang on the result. Whether he chooses or not, every 
man is drawn into the great historical struggle, the de- 
cisive battle into which our epoch has plunged us. 


Hans F. Sennholz, President 
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About The Freeman 


The Freeman has a long and noble lineage. Albert Jay Nock, the 
great libertarian journalist, created it in 1920, styling it after The 
London Spectator. It not only covered economic and political is- 
sues from a libertarian perspective but also dealt with cultural 
matters, the theater, concert hall, and the world of literature. Dur- 
ing the early twenties, the Nockian Freeman was a high water 
mark of American journalism. It folded in 1924 when the money 
ran out. 

In 1929 The Freeman rose renewed as The New Freeman under 
the brilliant editorship of Suzanne LaFollette. It closed its doors in 
1931 as one of many victims of the Great Depression. In 1938 it 
rose again under the editorship of the great Frank Chodorov only 
to fall prey to World War II. It was reborn after the war with 
Suzanne LaFollette, Henry Hazlitt, and John Chamberlain as the 
editors. 

In January 1956 The Freeman found a more lasting home with 
The Foundation for Economic Education. Under the profound 
editorship of Paul Poirot it rose to new heights, always fighting its 
way for the timeless principles of the free society. 

The Freeman Classics series reflects these heights, consisting of 
topical collections of great essays and articles published through- 
out the years. The Morality of Capitalism is the first in the series, 
to be followed by many others. A few are scheduled such as Pri- 
vate Property and Political Control, Prices and Price Controls, and 
The Wisdom of Henry Hazlitt. 
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PRICE LIST 
The Freeman Classics Series 
Quantity Price Each 
1 copy $11.95 
2-4 copies 9.60 
5-49 copies 7.20 
50-499 copies 6.00 
500 copies 5.00 


Please add $3.00 per order for shipping and handling. Send your 
order, with accompanying check or money order, to The Founda- 
tion for Economic Education, 30 South Broadway, Irvington-on- 
Hudson, New York 10533. Visa and MasterCard telephone and 
fax orders are welcome; call (914) 591-7230 weekdays or fax 
(914) 591-8910 anytime. 
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